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FARM BOOKKEEPING. 


INTRODUCTION. 


The fact that there are 6,400,000 farmers in this country, each of 
whom is utilizing land, labor, and capital as a means of deriving an 
income, is sufficient reason for a brief discussion of the principles of 
farm bookkeeping. 

Farming is a business the same as banking or running a department 
store. It is a business which involves the production and sale of 
several kinds of products. Two important points must be con- 
sidered: (1) What does it.cost to produce these products? (2) By 
selling at market prices, what profit is made on them ? 

The problem of the farmer is to meet conditions on his own farm 
in a way which will give him the greatest net returns for his laborand 
the use of his capital. He should receive interest on his capital as 
well as wages for his labor, but owing to the lack of proper records few 
farmers know what wages they actually receive. There is reason 
to believe that the’majority of farmers are really living on the inter- 
est of their investments rather than on the profits of their farms. 

A very large number of farm problems have been worked out in 
the experiences of farmers—far more, in fact, than have ever been 
worked out in any other way. There are some problems, however, 
which have not been thus solved. The problem of farm bookkeeping 
is one of these. One of the reasons for this is that what instruction 
the farmer has had on the subject has been misleading. As in the 
matter of architecture, so in bookkeeping the main work that has 
been done has related to city conditions and is not applicable to 
conditions on the farm. Hence it is that the problems of farm 
architecture and farm bookkeeping are not satisfactorily worked out. 
Those farmers who have tried to keep books have usually used 
systems devised by city bookkeepers who do not know the conditions 
to be met in keeping books on the farm. Even where the systems 
have been modified in the attempt to meet farm needs they have 
usually retained features of ordinary commercial bookkeeping that 
rendered them unsuited to the farmer’s needs. 
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This bulletin is not an attempt to outline a system of bookkeeping 
for the farmer, for the time is not yet ripe for such an effort. It is 
rather a discussion of the principles which are applicable to accounts 
onthe farm. It is believed that any farmer who studies this bulletin 
sufficiently to grasp these principles will be able to devise a system 
suited to his particular needs. Later, when satisfactory systems 
have been worked out and have been given thorough trial under 
farm conditions, other bulletins will be prepared outlining these 
systems. One such system is now being tried on a large number of 
farms with very gratifying results, but it has not been in use long 
enough to show what changes, if any, are needed to render it entirely 
practicable. 

DIFFICULTIES OF FARM BOOKKEEPING. 


There are several reasons why farm accounts are different from 
those of the city merchant, especially if one goes into much detail 
and follows out the records of the separate farm operations. The 
storekeeper deals with actual figures; that is, he knows definitely 
what each article costs him and what he receives for it. His records 
are not nearly so subject to estimates or to variation in values from 
time to time as is the case with the farmer. Farm records deal 
largely with estimated values, are influenced by particular conditions 
on the farm considered, and pertain not only to one enterprise but 
perhaps to a dozen. If a farmer had 160 acres of land and was 
selling nothing from it except corn and had no expenses except labor, 
the question of bookkeeping need not be considered; but when this 
same farmer with 160 acres is growing corn, potatoes, wheat, oats, 
hay, truck crops, and fruit, and is feeding some of these crops to 
cattle, horses, sheep, hogs, and poultry, there is urgent need of 
determining what each one of these lines is costing and is contributing 
to the net income ef the farm. 

One does not need a full set of double-entry accounts on all the 
farm enterprises to tell which cow is yielding the most profit; neither 
does one need such a set of accounts to determine the cost of labor on 
thefarm. A few simple, rightly interpreted records oftentimes mean 
more to the farmer who is not used to bookkeeping than does a 
complete set of accounts carried out in commercial form. 


TYPES OF FARM BOOKKEEPING 


Farm bookkeeping may vary from the simple taking of an inven- 
tory once a year to a highly complex system of aecount*ng, involving 
financial transactions, labor records, live-stock records, «rep records, 
etc. The following outline gives three types of farn: bookkeeping, 
varying from the simplest to the most complex: 
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Outline of types of bookkeeping applicable to farm conditions. 


ooo 


Type. | Records kept. | Results obtained. 


. Increase or decrease in capital, which shows 
personal gzin or loss only. 
. Increase or decrease in eapital. 
|}2. Farm profit or loss. 
: . ren 1B. 5.54 bbe ot eiiwradae ‘ 
Tl; Bide Gis. 22: ; ee ok <a 3. Household and personal expenses. 
: es . . Distribution of farm receipts and expenses. 
5. Farmer’s labor income. 
. Increase or decrease in capital. 
2. Farm profit or loss. 
a ; 3. Household and personal expenses 
112. ancial accounts.......-. © eee as s i : 
p ine 7 \14, Distribution of farm receipts and expenses. 
. © dene ote et ee ;.-3°|J5. Farmer’s labor income. 
ox Te-S tk aC 5— i ee . . . . 
FL. Complex: ....-..- ' lie records—Feed s. Exact distribution of cost. 
Supplementary notes to ||< Exact distribution of income. 
7s Nos Sanda ; ||8. Cost income and profit of each group of live 
| ae . stock. 
| | . Cost income and profit of each field crop. 


I, Elementary 2 A VORONINEL 5c Savon cedosaes | 


- Unwemteries. «ook. cvcseades 





The first type includes only the farm inventories and is valuable as 
a means of showing one’s gain or loss for the year. The second 
includes the inventories and the financial accounts. The results from 
these accounts are those which are most often used on the farm and 
which give one a clear understanding of the farm business as a whole. 
The third group includes all those in the first two, and, in addition, 
the labor, feed, and production records. , This involves the whole 
subject of farm cost accounting, and if carried out in detail will give 
the actual as well as the relative cost and profit on the individual farm 
enterprises. Few farmers will want to keep all the accounts outlined 
in the last group. ; 


SIMPLIFYING THE RECORD WORK. 


A complete set of farm accounts is worth a great deal to any farmer, 
but it can not be expected that all farmers will keep them. The 
keeping of accounts takes time and is difficult in some respects, and 
they must be suited to each individual farm; that is, a system of 
records which will give good results on one farm will not necessarily 
prove satisfactory on another. The question is, How can the work 
in farm bookkeeping be so arranged that the records will be easy to 
keep and yet give the essential points that should be known at the 
end of the year? It isnot those who keep the most records who derive 
the greatest benefit from them; for a few good accounts, rightly inter- 
preted, mean much more than voluminous records. It is the quality 
and use of farm books that count rather than the number of them. 
To accomplish this purpose the rules of commercial bookkeeping may 
have to be modified and attention confined to such accounts as will 
best meet the farmer’s needs. The following suggestions will assist 
in making the work easier: 

(1) Consider as one unit all that may be termed real estate, as land, 
farm buildings, fences, ditches, etc., whether the farm is rented or 
owned by the operator. 
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(2) Do not consider that the farmer or his family receive anything 
for their labor unless they are paid in cash the same as hired labor. If 
there is a surplus at the end of the year, itis their compensation. In 
this way the accounts will not be confused with items not strictly cash. 

(3) Farm products used by the household should not be credited 
to the farm in the cash account along with products sold, but should 
be taken care of separately. 


WHAT ACCOUNTS TO KEEP. 


The questions that always come up when starting out to keep farm 
records are: What does one wish to know about the farm as a whole or 
about the different things on the farm? Are the records to show only 
the net profit made in the year, or are they to include what each part 
of the farm cost and what each part returned? These questions must 
be decided by everyone intending to keep a set of farm accounts. 

It is at this point that difficulty arises in keeping records, unless one 
has a clear idea of what he is intending to find out and then keeps such 
records as will give him that information. It is one thing to know 
what records should be kept, and an entirely different thing to know 
how to keep them. It is equally important to know what records 
should not be kept. This will be largely determined by the kind of 
farming that is followed. The simplest records are not always the 
most useful. Not to know clearly what accounts are essential has 
been the means of discouraging many attempts at farm bookkeeping. 
Many farmers seem to think that if they can get the proper books or 
forms they will be able to ascertain at the end of each year the exact 
financial conditions of their farms. This idea is entirely wrong. Any 
kind of a blank book will do, as it is the records that need to be con- 
sidered. Itis important, therefore, to know at the start what results 
can be obtained from certain records. 

If only the total net gain or the net loss of the farmer(not the farm)' 
for the year is wanted, then but two records are needed. These two 
records are (1) a complete inventory of the farm business at the begin- 
ning of the year, and (2) another at the end of the year. The difference 
between these inventories gives the net increase or decrease in the 
farmer’s wealth for the year. This difference will not correspond with 
the cash on hand or in bank, for much of the increase may be due to 
additional stock on hand or to unsold products. Furthermore, it 
does not take into account the farmer’s personal and living expenses 
during the year, the money for which came from the farm income, nor 
the value of the supplies which the farm furnished to the family. 
These items will not be shown in the inventory at the end of the year, 


1 The farm may have made a handsome profit during the year and yet the farmer may be poorer than he 
was before by reason of having spent all the profit of the farm and more besides. 
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but the difference between the two inventories will show how much 
more or less one 1s worth than he was the year previous, exclusive of 
household and personal goods. 


FARM INVENTORY. 


The one most important record on any farm is the inventory. A 
large number of farmers keep a memorandum of cash transactions, 
including sales and expenses, but never once do they stop to determine 
the amount of their investments or how their money is invested. An 
inventory is a sort of guide or milepost, if it may be called such, which 
tells one where he stands each year. Without it he is absolutely 
unable to determine the profit or loss on the farm for the year or to 
determine his net worth. 

What is a farm inventory, and what should it include? It is simply 
a statement showing what the land, buildings, equipment, live stock, 
and produce on hand are worth at the time the inventory is taken. 
Tt is a list of farm property and of farm debts. It should be itemized 
to show separately what the farm is worth, the value of each machine, 
the value of each group or head of live stock, the products for feed or 
for sale, the material or supplies on hand, and the cash on hand or in 
bank. It must also show all the bills which the farmer owes other 


people and which other people owe him. : 


Sample farm inventory: Farm of 


April 1, 1911. April 1, 1912. 


nonenetinsf ecintiesionsmenass saccianiesi 


Property. sreccereaerneesee 
No. | Rate. Valuation. No. | Rate. Valuation, 


een [—— —|— — 


REAL ESTATE. 


Farm of 180 acres (155 tillable), in- 
cluding buildings (dwelling $1,600, 
barns $1,800, other buildings $600), 
fences, and other improvements...|..--- } ($13, 500. 


00 


LIVE STOCK, 


Dairy cattle: 
Cows, dry and in milk.......... 26 00 |$1, 300. 00 

ake 50. 1 45. 00 

120. 00 





Total value of dairy cattle.....}..... 
Ogs: ’ 

3rood sow 

Pigs 


Total value of hogs............]....- 
Horses: 

Horse, Jim, 7 years old 

Team, Nell and Bess, 5 and 6 
years old 

Team, Jack and Prince, 6 and 7 
years old 

Colt, 1 year oid 
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Sample Farm inventory: Farm of ———_——.—Continued. 


April 1, 1911. | April 1, 1912. 
| 


j | | 
No. | Rate. | Valuation. | No. | Rate. Valuation. 


Property. 


} 


LIVE stocK—continued. 


Poultry: | 
BALCH ich es. kasddth~aksousae 160 | $0.60 $96. 00 
- | 


Ee eee eer ee { 1.00 5.00 


$107.00 $88.00 
2, 729. 00 , 883.00 


MACHINERY AND TOOLS. 


Grain binder 

ECR cawsngensoceWisenenae 

Disk harrow 

Mower 

wer; / 
(List all items of farm machines, 

wagons, harness, and small 

tools.) 


Total investment in machin- 
ery and tools (not all listed | 


FEED AND SUPPLIES, 


bushels. .| 
y 42 | 4. 50 

75 - 60 
16. 00 0. < 15. 00 


Hay, timothy 
12.00 


Hay, mixed 
art x Wek doen ccw ae ease OO... .: 


30. 00 
-80 


Seed oats 
1.00 


Seed potatoes 
Seed corn 


BILLS RECEIVABLE. 


J. A. Brown, hay : 
R. 8. Jones, potatoes. ..... bushels. . 





On hand 
In bank 


670. 00 


BILLS PAYABLE, 


Farm mortgage 


2, 000. 00 } | 1,500.69 


SUMMARY. 


Real estaie 

Live stock 

Machinery and tools 

Feed and supplies 

Bills receivable. ... 

Cash on hand and in bank 


18, 078. 00 | : 19, 828. 60 


1, 500. 00 


Total investment 
PN IID io .cs on gods anticaleg >= steeds awepesdebasees 2, 000. 00 | 


Net worth poss | 16,078.00 | 
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The foregoing form will give an idea of a farm inventory. It will 
be noted that the inventory is divided into seven parts or divisions. 
Such division is not absolutely necessary, but it is usually desirable 
to know how much of the total capital is in live stock, how much in 
machinery, etc. 

The first division includes what is known as real estate. Under 
this heading is placed the land, buildings, fences, wood lois, and all 
items of that nature, which it is not desirable to itemize separately, 
for the farm is thought of as consisting of the land, buildings, and 
other permanent improvements. If it is sold ‘all of these items are 
included. In placing the value on the farm, estimate so much per 
acre or else fix upon a lump sum. 

The next division is live stock, where the different classes are 
entered separately—as horses, cattle, hogs, poultry, and the like. 
Each class is itemized as far as practicable. Thus, one can tell any 
year his total investment in horses or other classes of live stock. In 
taking this inventory each animal should be given a separate value 
or some method followed so that in taking the second inventory 
each class or individual can be recognized. 

A third division in the inventory is the machinery and tools. 
This division contains the largest number of items to be listed, as 
this part of the equipment on a farm is always varied and consists of 
a large number of implements. In taking the inventory of the 
machinery and small tools, it is important to use care not to over- 
look any item, using the best judgment possible in placing the values 
on different articles. If certain machines are overlooked in one inven- 
tory and then included in the next it causes an inaccuracy in the 
records which could be easily avoided. If it is carefully taken and 
each item listed separately a machinery and small-tool inventory on 
a farm will fill several pages. If such detail is not desired, the minor 
tools of the value of. less than $1 each may be grouped into a class 
together and a lump valuation given, but such a course is not advis- 
able. It is surprising what a large number of these small tools there 
are on a farm and, furthermore, what a number are misplaced during 
the year. <A carefully itemized inventory once a year is a help in 
locating the minor tools, and inventory day is a convenient time to 
call in all lent tools, which have a habit of changing owners if they 
remain too long away from home. All farmers know how easy it is 
to lose a hammer or an ax, but an old wagon never disappears. 
Circular No. 44 of the Bureau of Plant Industry, entitled ‘‘Minor 
Articles of Farm Equipment,” gives a very complete list of small 
tools on a farm. 

The fourth division of the inventory includes feed and supplies. 
Some of the items in this division are hard to estimate closely, as, 

bil 


sabi 


Pr Fo nah 


pI 9 x 
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for instance, the number of tons of hay, straw, and other produce, 
Care must be used in listing the items to include all farm supplies, 
such as binding twine, fertilizers, machine oil, lumber, ete. 

The fifth division consists of bills receivable, which should include 
all bills and accounts due the farm. Each account ought to be listed 
separately. Of course, these face values do not always represent 
real -values, but each should be noted until it is either settled or 
proved to be worthless. 

The sixth division of the items in an inventory consists of the 
amount of money on hand and in bank. This last item should be 
accurate in every detail. 

The sum of these six divisions will be the total investment in the 
farm. This investment is not necessarily the net worth, for as yet 
the bills payable have not been deducted. So another division 
should be made, listing in it bills and accounts payable, the sum of 
which should be subtracted from the total investment to obtain the 
net worth. It must be understood that in this inventory no men- 
tion has been made of the household furnishings or personal articles, 
as only the farm and its accessories have been considered. It is true 
that the house has been included in the value of the farm, but this is 
necessary, as it is a part of the real estate and would be included if 
the place were sold. If a farm has two houses, the value of one not 
used for farm purposes need not be listed where the farm can be sold 
without it. 

It will be noted in the inventory form shown that there is a place 
for the values on April 1 of one year and for a corresponding value 
of the same item the following year. This inventory form is only 
one of many which can be used, but it is presented because it has 
proved to be convenient and useful in taking farm inventories. In 
using an ordinary ruled book for this work it is well to have a sepa- 
rate page for each division of the inventory. -For instance, on one 
page place the real estate and all items pertaining to it, on another 
the live stock, and so on. Then on another page bring together the 
totals for each of the different groups to give the total investment. 
By following this method space will be found for the new items that 
must be added to the inventory at the end of the year. 


DETERMINING VALUES AND DEPRECIATION. 


There are many opinions on the question of how farm values 
should be determined. It has been suggested that the value of a 
farm should be its original cost to the present owner, but the objec- 
tion to this idea is that the present value may be much greater, or in 
exceptional cases much less, than the original cost. The increased 
value may be the result of labor and cash expended thereon in per- 
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manent improvements by the owner. Then again, the farm may 
have cost the present owner nothing, coming to him as a legacy. On 
the other hand, unusually high er speculative values should not be 
used, as they are likely to mislead and deceive even the owner. This 
danger of overvaluing the farm and other items must be carefully 
guarded against, as no benefit can come from it. In taking the farm 
inventory it is a good rule to place the values on all different items 
as nearly as possible at the amount for which they could be sold. 
This must not be construed to be the values that would be obtained 
at a forced sale, but those secured under normal conditions. This 
method of placing values on real estate, live stock, and machinery 
may seem unjust in that it is likely to give too low values to the 
different items. But the danger of placing values too low is not 
nearly as great as that of getting them too high and then finding 
at the end of the year that many items did not warrant such high 
valuations. 

In the case of real estate the decrease in value due to natural de- 
preciation is not nearly as great as on machinery. Few accurate 
data relating to the depreciation of buildings are available; further- 
more, it is difficult to estimate such depreciation, and it will vary 
greatly in different regions. It would seem that a fair allowance for 
the depreciation of buildings is about 3 per cent. One’s judgment 
must govern him in using the depreciation figures. It often happens 
that the increase in land values from year to year will more than 
offset the depreciation in buildings and other improvements. If this 
increase in land values is at a moderate rate it may be safe to assume 
that there has been no net loss on real estate through depreciation 
for that particular year. Furthermore, on well-managed farms the 
amount spent for repairs and for the maintenance of the buildings 
and fences is sufficient to keep them in nearly as good condition as 
they were at the beginning of the year. In other words, as soon as 
one stops repairing or keeping up buildings and fences the rate of 
depreciation is greatly accelerated. In the case of tile drains, which 
are a part of the farm, the depreciation is small, largely depending 
upon the quality of the tile and the care used in laying them and in 
keeping the outlets open. On farms in regions where the land values 
are not advancing, if there is a wood lot the annual increase.in the 
growth of timber may offset any loss through depreciation. 

In determining the values of the live stock, one should be gov- 
erned by the market prices for the different classes. Inasmuch as 
the market varies from year to year it may be low one year and 
high the next, thereby decreasing or increasing the capital. It is 
impossible to overcome this variation, and a man’s worth will fluc- 
tuate with the market values of what he owns. If no attention is 
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paid to market values it may be found that after a few years certain 
classes of property may have steadily declined in value, and if in- 
ventory values are not decreased accordingly a fictitious profit 
would be shown each year. 

In valuing the machinery some problems may be encountered. It is 
well known that a machine depreciates in actual market value rapidly 
the first year used, or even the firstfew months used. Thatis, a mow- 
ing machine may sell new for $45, but let it be used a month, thereby 
making it second hand, and it will be difficult to obtain $35 for it. 
This is even more marked with other kinds of tools. The farmer 
buying new equipment during the year will'find the market value of 
that equipment at the end of the year much less than the original cost. 
For the second and third year’s use the market value of the machine 
may not appreciably decrease. In other words, a mower that has 
been in use three years will sell for almost as much as one that has 
been in use three months. The rate of depreciation on machinery 
has been variously estimated from 6 to 10 per cent. This rate, 
however, is affected by a large number of factors. Some farmers, 
who take care of their machinery, will make an implement last twice 
as long as others; on some farms the rate of depreciation must 
necessarily be low, while on others it will be high. Again, the rate 
of depreciation on certain machines is much greater than on others, 
and this factor needs to be taken into consideration. 

Mr. Grant G. Hitchings, a practical New York farmer who has 
given much attention to bookkeeping, uses the following method in 
taking his machinery inventory: He deducts 10 per cent of the 
machinery investment and to the remainder adds the cost of 
the new iniplements purchased during the year. For instance, if 
his machinery was worth $425 at the beginning of the year and 
during the year a new mower and a horse rake were purchased for 
$70, the next year’s inventory would be $452.50. This result is 
determined by deducting 10 per cent of $425, giving $382.50, then 
adding $70, the value of the new machines purchased. This method 
will undoubtedly not give a correct equipment inventory for certain 
years, but when used over a long period the values should be nearly 
correct. If it is found that this rate is too high or too low a new 
inventory can be taken any year and the total investment corrected. 
This method is a practical way of handling the depreciation on 
machinery, but is not recommended in farm cost-accounting investi- 
gations. 

In determining the values of feeds and produce the farm price 
should be used. This price should be that at the nearest market 
less the cost of transportation to the station. 
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The best time to take an inventory varies in different parts of the 
country, depending upon the season and the business practice in the 
particular region. In the Northern and Eastern States perhaps the 
best date is March 1 or April 1; in the South an earlier date might 
fit very well. In the Central States, March 1 is undoubtedly the 
best time, because all farm business transactions in that region date 
from that day, while in the eastern part of the country the farmers’ 
day of reckoning is April 1. This ordinarily corresponds with the 
date on which tenants change farms. On fruit farms, truck farms, 
and the like, January 1 is satisfactory; on poultry farms September 
1 or October 1 is a good date, because the new poultry year usually 
starts at the time that the hens are placed in winter quarters. The 
most convenient time for taking the annual inventory thus varies 
with conditions. 

Upon completing the first inventory the most important of the 
year’s records is finished, for without this inventory one has no basis 
on which to build future records and is at a loss to know whether he 
is gaining or losing, while with a good, clear inventory of all his 
property he is prepared to keep such other records as will give him 
the information he desires at the end of the year. 


CASH ACCOUNTS. 


In starting to keep a record of the cash items it is of the utmost 
importance to know definitely just what records are wanted. 

In order to make the cash account balance, i. e., to correspond with 
the cash on hand or in bank, one needs to have an account of all 
expenses. Inasmuch as the household items are usually bought along 
with the farm items, they must necessarily be included in the records. 
However, the reason for keeping a record of household accounts along 
with those of the farm is to keep the books in balance. They add 
work to farm bookkeeping and are not a part of the real farm records. 
By an examination of the account books of eight farms it was found 
that of all the cash transactions recorded the items pertaining strictly 
to the farm formed 54.6 per cent, the personal items formed 22.1 per 
cent, and household items 23.3 per cent. The average number of 
cash items entered on the books was 577, and of this number only 
315 were farm items. It would seem best not to keep the household 
accounts in detail, but to combine all the household items for each 
day into one entry, unless the housekeeper wishes to so keep them 
as to know how much of each article is used. All the items pertain- 
ing in any way to the farm business should be itemized carefully. 

A blank form well adapted for handling these cash items is 
known as a daybook form and consists of a plain ruled page similar 
to that in most books designed for bookkeeping. The right-hand 
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column is used for totals and the column to the left of it for the 
different items. This form is very simple and can usually be ob- 
tained at any stationery store. There are various other forms, 
many of which are useful and possibly better than the one here 
described, but farm bookkeeping is not a question of forms; it is a 
question of what records to keep and how to use them. The most 
carefully devised bookkeeping blanks will not give good farm records 
unless the person doing the work has a clear idea of the purpose 
of the records. 

Of the several ways of keeping cash accounts, three will be briefly 
discussed. A method commonly used by farmers is to enter ‘ Re- 
ceipts’”’ on one page and “Expenditures” on another. Under one 
head place all items bought and under the other all items sold, 
as stock, crops, and other products. 


One inethod of keeping cash receipts and expenditures. 
ping L £ 


RECEIPTS. 
1911. 


April 


2 
2 
7 
7 
‘ 
7 


Bama Seer PoLatoes, AL TiC Iowa. . < 22S. ee odads toss nspsebecece<s : 





EXPENDITURES. 





1 ton enttonseed meal for dairy: =: .. 5. lo eee cde cece eet n we cescce | 
Strap for work harness ? 
NUMMUMNNNES 2c bbs Pot cou acc cba ees rece cs ceeus se cetesnes adetaecoe usc cae eel 
Household 
| Garden seeds.......... ESE ORS Ca ek ek oe PONS Ce eae eee s ced doneseontses ok 
Se RO Se we est 016 HEAT S ca mome es heh dma eNAbe Smee meee Keiaeies 
| 2 milk pails | 
Household 
Repairing plow.............: Pee vnsitelecateh sats kaabet chat on eeamer aes 3 $52.11 


NNN NI 1 bo te bo to 


For a simple, easy scheme of bookkeeping such a record is very 
satisfactory and if followed out to the end of the year will give all 
business transactions. But if one wishes to know the aggregate 
income from the sale of eggs or of milk, it will be necessary to go 
through the records and pick out all these items and add them 
separately. In other words, such a record gives the total receipts 
but does not classify them. In order to ascertain what each enter- 
prise returns to the farm it is necessary to classify all records under 
their respective headings. This operation, known as posting the 
original entries, is nothing more tnan classifying the items under 
their respective heads. The totals of these separate accounts can 
then be added to give the receipts for the year. 
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Below is illustrated the total cash receipts and cash expenditures 
for a farm and the distribution of the same. A further discussion 
of what constitutes farm receipts and farm expenditures will be given 
later. 


Statement showing summary of cash receipts and expenditures on a farm for the year. 


RECEIPTS. 


$4,701.00 


Labor 

Feed purchased 

Fertilizer. 

Seed ; 

Lumber for building 

Miscellaneous farm 

Household 

WG Say cttw andsnees eneydeeke 

Thrashing 

Cattle purchased ss 

3. ERS RR A peer rr fs eee rere ere ard S 
Interest on debt 

Debt (paid) 

$3, 223.00 





The second method of handling the cash transactions is to make 
the original entry direct upon its account; that is, instead of putting 
all the different items down one after another on one page, to classify 
them as they are entered in the book. 


Cash items entered direct to their respective accounts. 


DAIRY. 

1911. Received. 
April | 9 | 2cows to C. Brown 
| 9/1 yearling to Smith 
| 15 | Milk and cream 





ton cottonseed meal. . 
milk pails............ 
cow from A. Johnson. .. 
ne-half ton bran 
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By this method all items pertaining to the sale of milk and dairy 
products will be put under ‘‘Dairy,” all items for the sale of eggs and 
poultry will come under ‘‘Poultry,” etc. This is known as entering 
accounts direct to the ledger or, as it is sometimes called, a classified 
daybook. This system has proved satisfactory with many farmers. 

The third method is that illustrated below and is similar in prin- 
ciple to the second method, the difference being that as all the accounts 
appear on two pages it is an easy matter to ascertain the totals and 
to balance the cash account. Unless a wide blank is used it does not 
admit of many accounts, but on most farms only a few are needed. 


Form illustrating special-column cashbook; items entered direct to separate accounts. 
RECEIPTS. 
1911. Item. | Dairy. 


Zit BOOS OD PONIIN S w b io aecn ec cans Skea evered popes 
3 | 2 tons of hay to Brown 
EE DOR oso cnncier ance cvsaie esas esl shnadaies 


pril 


EXPENDITURES. 


| . 
Item. | Dairy. | Poultry.; Crops. | General. 


2 | 1 ton whea 


2 | 10 bushels seed oats, at $1- 
7 | 2 bags chicken wheat 


This special-column cashbook can also be used in taking account 
of the expenditures, listing them under several headings, as “ Live 
stock,” “Crop,” “ Household,” “ Personal,” and ‘‘General” expenses, 
care being taken to exclude anything which is not actually a cash 
transaction. By keeping the records in this way one will be able to 
balance his cash with the totals as shown by the accounts, but if items 
not cash are included in any of these accounts it will be difficult to 
make the records balance. In the following form some suggestions 
are given for keeping the cash transactions. The most detailed 
records are not usually the best records. 

Illustration of desirable and undesirable detail in entry of household and personal items; 
also of complete and incomplete detail in entry of items pe. taining to the farm. 
COMPLETE AND DESIRABLE. 


{ 
1911. Item. | Reeeived.| Paid. 





Sept. | 29 | Coal for thrashing, three-fourths ton, at $4 
| Household expense... .... athe bane ; 


| 30 | Sold 2 tons hay of this year’s crop, at $15...........-......2-22se eens 
Personal expense 
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Illustration of desirable and undesirable detail in entry of household and personal items; 
also of conplete and incomplete detail in entry of items pertaining to the farm—Cont’d. 


INCOMPLETE AND UNDESIRABLE, 


Received. Paid. 


EE Marah canta” cane cues yn aok 
3 pounds rice, at 8 cents 
30 
| Cray 
ga oad ona b.o 6 ¥ os. i hha 3c 9 Mea ea ee aad eee Nesta dda aaa i 





FARM RECEIPTS. 


It may be well at this point to state definitely what constitute 
farm receipts. This can best be made clear by the use of the following 
diagram: 

Diagram of farm receipts and expenditures. 
XPENDIFURES. RECEIPTS. 
Crops sold. 
rao neo 
Cash paid fer | Cashreceived for | ~ yets, 


Pe eee Labor for others. 
| | Miscellaneous. 


LES 


FARM. | (eat bog't-O 


Bo i ‘ Increase in in- 
ndirect ndiree 
Indire Indirect | ventory. 


Here the farm is considered as a unit, and the money received for 
everything which goes off the farm represents a farm receipt. The 
money paid for everything which comes to the farm from outside 
represents an expenditure. There is one other receipt which the 
foreroing rule does not cover, i. e., the increased inventory. A 
farmer may work on his own place, such as building a barn or putting 
in tile ditching, and thereby greatly increase the value of his farm. 
This increase represents a receipt just the same as crops or stock sold, 
but if is received indirectly. The only place where this receipt will 
come into the accounts will be the inventory. To make this point 
still clearer, all the items representing farm receipts are grouped into 
six divisions, as follows: 


. Crops sold from the farm. 
2. Live stock sold from the farm. 
3. Stock products sold from the farm. 
. Money received for labor for others, such as teaming or hauling. 
. Miscellaneous (old machinery or supplies). 
. Increased inventory or increased investment in the farm. 
511 ; 
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The total of these items constitutes the farm receipts for the year, 
exclusive of what the farm furnishes toward the owner’s living. 


FARM EXPENDITURES. 


It is well to outline what constitute farm expenditures. The same 
rule holds true here as with the farm receipts, i. e., nothing not 
paid for in cash represents a farm expenditure, except a decreased 
jnventory. This decreased inventory is likewise taken care of by the 
difference in the inventories at the beginning and at the end of the 
year. Often records are found which give such items as this: ‘‘One 
horse died, value $100.” This item has been added in with other 
farm expenditures, when in reality it is not an expenditure at all. 
True, it is a loss, but this loss will be shown by the live-stock inven- 
tory at the end of the year. 

In this discussion the farm has been considered as a unit in its rela- 
tion to the outside world and in no case has the relation existing 
between different enterprises on the farm been considered, i. e., the 
records which have been explained up to this point will not show 
what each crop or class of live stock is paying, as they pertain to the 
farm as a unit and not to any individual enterprise. Before going 
farther with the discussion of farm bookkeeping it is well to determine 
what the present accounts will give. 


WHAT CONSTITUTES FARM PROFIT. 


Farmers frequently deceive themselves by not figuring profits cor- 
rectly. Let us suppose that $12,000 is invested in a given farm and 
its equipment and that the current rate of interest on farm loans is 
5 percent. Now, if this $12,000 were loaned out at this rate it would 
bring a revenue of $600 a year. Hence, the first $600 of net income 
represents the interest on the investment and not a profit on the 
operation of the farm. Let us further suppose that the unpaid family 
labor is worth $200 and the owner’s time and managerial ability is 
valued at $400. Then the next $600 of net income represents wages, 
not profit. In the case here supposed the net income would have to 
exceed $1,200 before there is any real profit. 

To determine the actual profit a farm has made during the year, 
the following accounts are necessary: 


(1) Two inventories, one at the beginning, the other at end of the year. 

(2) The totals of the personal and household expenses during the year. 

(3) The interest paid on indebtedness during the year. 

(4) The value of the supplies furnished by the farm toward the living of 
the farmer and his family. 
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Statement showing a method of determining the farm profit. 

















Ane 1, 
1911 


April 1, 


Item. | 1912 














Farm inventory: 


Mine's a Seas gasapie cas Wactenss cee lapenccuceecesacoceeeeutenecde $13,500.00 | $13,500.00 








RN gS ithicls iS ba Wietieri« vuuler Kn ten Stein CeaaD idea Ree opaintas al 2, 729. 00 2, 883. 00 
ES PONE ag cad ae ra suasasiaics pavctateaterenteee clesetecosm | 475.00 461.00 : 
Feed and sup plies Gigzs b maid pain ie eS ie eden Old gicae en ete veeb es oad Mametes 658. 00 836. 00 ij 
POET INM  r dc nc oiecad woh d8 4 Nice Gace a nomate Pee eC See WOE L. .<- nse if 
Cash on hand and ie OBR. ois 5i5305 58 swe sutidnga sbass Resabans edegdabas des toa 670. 00 2, 148. 00 









Wtek Apts Srratiann ta i aia5 v8 5 sand « cate ed ask ia sesbaeeas | 18,078.00 19, $28. 60 fia 
IEEMEER coca gc tates ca cnt xsaasluc es accdeactuy aaadecsaas piee bn eetaeeaa | 2, 000. 00 1, 500. 00 aii 













TH CEN OED PONE oo onc d wise lenens ndexasroncerelavmutsaore sein ce _16, 078. 00 






PE LE TIN a sg aac cea wakchc esas tctckatrue ccedowsi oecaecnt Te tearm 













Cash account: 148. 00 









Personal expenses..........-..- : | 420. 00 # 
Hfousehold expenses | 100. 00 : 
ORI Oy IE BIG a ob bio S 6 Lo peas bo dec. nic iy ePcneinoh ge ech: Bae ed 668. 00 
Total money paid out for other than |. = 
Supplies and rent: 
Supplies furnished by farm to owner. ...................2--2--220-0- - 120. 00 
Rent of farmhouse (its value to owner) 180. 60 
Total supplies and house rent. ..................2------- ' 300. 00 i 
2 aes 4 
Wath Sarn MAN ios a ice Sep als chbrah ane «dete teen Geese eee a 






Inierest and labor: 






Interest on average of total farm investment of $18,953, at 5 per cent ....... 947. 65 
Uneale fomsils labor (oatiniated ) 5c. oso. coos ire ce oh ccs cde enter coweneccesck 300. 00 
(Fee MRE OURSIDIREO Sc 5 22 occ e ck cca cele ctor ee cena eee 480. 00 






FORE ISIN OAS OM THVORUIIIING. OME os. cnn chous onescxccoepacd<awacsiacetcrudddecdaee: 


BORON TANI TIO sons vin ce'n van vc cv cue cusxescdecd carta was dua avesd antes 


















The statement just presented gives the items which are needed and 
the method used in determining the farm profit. The first part shows 
the two complete farm inventories. The difference between them, 
which is $2,250, represents the increase in net worth exclusive of 
household and personal goods. This increase includes the farm gain 
from the growth of live stock, the amount of unsold produce, ete. 
During the year the farmer paid out of the funds received from the 
sale of farm products $148 for personal expenses, $420 for household 
expenses, and $100 interest on the mortgage of $2,000, making a total 
of $668 paid for other than farm expenses. The owner also received 
from the farm milk, butter, eggs, and garden produce, the total value 
of which for the year is estimated at $120. The rental value of the 
farmhouse to the owner must be counted as a farm receipt and has 
been estimated at $180. The house has been included in the farm 
investment, and, as interest is charged on the total investment, the 
farm should be credited with the value of this house rent. The $2,250 
increase in net worth plus the $668 paid out for other than farm 
expenses plus $300, the value of the supplies and rent furnished by 
the farm, constitute $3,218, the total farm gain. 

The farmer had invested $18,078 the first year and $19,828 the 
second year, or an average of $18,953. This investment should pay 
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him a fair rate of interest before he can count any profits. Assuming 
the rate of interest to be 5 per cent per annum, the interest charge is 
$947.65; deducting this charge from the farm gain leaves $2,270.35, 
which represents the amount that the farmer and his family made 
during the year. The-owner’s family, who did some work on the 
place during the year, were not paid in cash, and the value of their 
labor should be deducted before showing profits. In this instance it 
is estimated at $300; subtracting this estimate from the $2,270.35 
leaves $1,970.35, which amount can be called the farmer’s labor 
income, or the amount of money that he earned on the farm during 
the year after all expenses except his own labor were deducted. To 
find the net farm profit the owner must be paid for his own labor, 
which in this case is estimated at $480 for the year. This sun 
deducted from $1,970.35 gives a farm profit of $1,490.35. The last 
item, and no other, is the actual farm profit. 

Many farmers would be better off financially if they sold their 
farms, loaned their money at 5 per cent, and hired themselves out at 
eurrent wages. This statement is not made with the idea that every 
farmer who is not making 5 per cent interest on his money should 
discontinue farming, but in the hope that it will induce farmers to 
determine the financial status of their business. 

Thus far the account deals only with the inventory and with cash 
transactions. From these accounts the farm profit or loss and the 
distribution of the receipts and expenses can be determined. But 
such records do not tell the best paying crops or the best classes of 
live stock. The next step is to consider those records of the different 
farm enterprises that enable the farmer to determine whether pota- 
toes or corn should be grown and whether hogs or cattle should be 
kept. For this purpose other records are needed in addition to those 
already described. The most important of these is the labor record, 


LABOR RECORDS. 


Farm labor records are equally as important as cash records, for 
in no industry at the present time is labor so inefficiently used as in 
farming. This statement may seem somewhat unwarranted, inas- 
much as the farmer is considered as hard-working and as receiving 
small pay for his labor. It is true that a great many farmers work 
long hours and at hard physical labor, but it is not necessarily true 
that they work efficiently all the time and at work which is returning 
them a fair wage. Of the 6,400,000 farmers in this country not many 
of them can tell how many hours of labor it takes to produce a bushel 
of wheat or a bushel of corn and whether corn or wheat in that par- 
ticular locality returns them the best wages for each hour worked. 
Yet when a farmer’s work is almost entirely on a few important crops 
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or classes of live stock should he not know something about the dis- 
tribution of his labor and what each part is paying him? 

Labor records require some time and careful attention, for in no i 
other business does a man work at so many different things as on a 










farm. He is continually going from one kind of work to another, f 
perhaps spending only a few minutes on each, and especially is this iif 
true on the smaller sized farm. Then, again, many operations on the 4 

farm can not be directly charged to any particular crop or class of 
stock, as, for instance, chores or general farm work. If it were all iis 
uninterrupted work on some particular crop or definite enterprise the ef 





labor records would be a simple matter. The miscellaneous odds 
and ends of work on the farm cause much loss of time and greatly 
increase the cost of the really productive enterprises. The labor f 
record is the first step which has to deal with the profit or loss on the ! 
separate enterprises within the farm. This labor consists of two 
kinds, man and horse, each of which must be accounted for. In the 







ope 
Tt 


Er seeete ss eS 







following statement are shown the average hours that regular farm i 
laborers on certain farms worked during the different months in the ; 
year: ai 





Daily average of hours of labor of regular farm workers, by months, for one year. 









































7 : 
| 1.—New England | 2.—Iowa grain and a 
| dairy farm. | stock fa i 
1910. — Sania sone a 
} 7 
| Week days. Sundays. Wet days Sundays. q 
| } | 1 
= _ eS =e a ree 4 
| Hours. | Hours. Hours. Hours. 4 1 
NON Et bo tod Deiat Caw dis dpeceaherawedearnucaeets aed 11.4 | *7.2 10.8 | 5.9 a 
ND ca hcb-w Rocatas da vie dda vont vacmntnaicatntateethet ys 4157-4 *7.3 11.3 | 4.9 
SNL DiS disdaisic cable Mecenkthians dudaaeeteapduekeianacha 11.4 | 12.3 | 4/8 4 
MUS CRS sg eee ee ea hence Beets ed | 12:2: | 12.2] 47 y 
En he rg Eo ab noone Soa Hebe dase dacweccakernnees | 11.9 | 12.3 | 3.6 1 
So Accesh oat iris eivectncedgces cect ceca eeee cera eenT tae | 1:9 | 12.7 3.3 
NN oa ble eee chh ak siags Sombie eae Mita veoh 11.8 | 12.6 3.1 9 
NU aig cog Es aeuiws eluate €oage ta oan gue se ween nome Dae Gme JL.3 | 12.6 3.2 i 
SIN 51 ac. anus acarisKctgeicrina tba shea ais Ska Sea aapacalmeponsileen a ae 11.8 2.7 4 
I on ores ahs pace tues ahha dere RARE Gaan Eos 11.5 | 12.3 2.9 4 
RN ee ee eo deka ote atte oe | 10.3 12.2 3.3 q 
Ment bee Lo ae See ee cdwepokeee eae ives | 9.7 12.4 *8.2 








WOE OMNI TE NS. Pasa. enue cates enakec | 11.35 


i J i 











* During these months only one regular werker was employed, the Sunday work being done by him and 
theowner. All other months from two to three regular workers were employed. 









Figure 1 shows the average monthly cost per hour of man labor on 
the dairy farm, this rate being determined by dividing the total cost 
of labor for the particular month by the total hours worked by paid 
labor during that month. The high cost of labor in September is 
due to extra labor for silo filling and thrashing. It is commonly 
supposed that labor costs more in the summer than it does in the 
winter, but actual records seem to show that on most farms an hour 
of labor costs more in winter than it does in summer. This fact is 
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accounted for by the greater length of the working days during the 
summer. 

Figure 2 shows for farm No. 2 the average hours that the farm 
horses worked on week days during the different months in the year, 
The average per day for the year was 3.6 hours. ‘There is an enor- 
mous waste of labor when the average farm horse in this country is 
used only 34 hours a day during the year. It is true that some 
farmers utilize horse labor more effectively, but our investigations 
indicate that about 34 hours a day is the average for the Northern 
States. These illustrations are given here simply to show the 
importance of labor records. 

There are several methods of keeping labor records, no one of which 
can be used on all types of farms. Some farmers will find one method 
easy and satisfactory, while others will find the same method difficult. 


cen JAN. | FEB. mar] apR.| May | wun.| gue] Auc.| sep. | oct. | nov. | DEC. [cents] 
H | | 


$3 


i} 


Fig. 1.—Curve showing the actual monthly cost per hour of farm labor on a New England dairy farm 
in 1910. 


For instance, a system of labor records which proves useful on a 
dairy farm might be totally impracticable on a fruit farm. There 
are two principal methods of keeping labor records. The first is 
simply to note the total hours put on each enterprise daily. The 
second is to itemize all the labor, so that the total hours spent in 
doing each separate operation on each of the different enterprises 
can be ascertained. The first method is easier and simpler and for 
most purposes is quite satisfactory; but for careful study and com- 
plete analyses of the costs detailed labor records are needed, and this 
necessitates using the second method. 

Figure 3 illustrates a modification of the Roberts system of labor 
records. One sheet serves for a month. The different enterprises 
are written across the top of the page and the dates down the left- 
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hand margin, each column being div'ded into two parts for man 
hours and horse hours, respectively. At the end of the month the 
total amount of labor spent on each enterprise can be determined and 
posted to another book. This form of labor record is easy to keep 
and is useful, as it gives the total hours spent on the different enter- 
prises for the year. 

Figure 4 illustrates a form used where the labor records are carried 
out to the utmost deta‘l. It contemplates that each laborer or some 
one for him shall make out a daily report similar to the one shown. 
This method of keeping labor records involves a great deal of work, 
but for cost-aecounting investigations it is practically necessary to 
use some such system. The form illustrated was designed by Mr. 
W. A. Peck while connected with the United States Department of 


Average average 
hours JUAN.| FEB.|MAR.|APR.| MAY [JUNE/JULY |AUG. |ISEPTJOCT. INOV. |DEC hours 
worked worked 


| 2 











Fig. 2.—Curve showing the average hours of work per day per farm work horse on a 320-acre grain and 
stock farm in Iowa. 

Agriculture. It is designed to meet the needs of the investigator, 
and goes into greater detail than the average farmer would wish. 

Another method has been found useful on some farms. An ordi- 
nary ruled book can be used with the headings of different enter- 
prises written in at the top of the pages, similar to the forms 
illustrated on page 18. Under each heading is noted the amount 
of labor spent on that particular crop for that day. This method 
gives at-the end of the season a complete record of the labor on each 
enterprise. From such a labor record the labor costs can be 
determined. 

Alllabor records should be in terms of hours. Keeping them by 
days is not satisfactory. The statement of the average hours worked 
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daily shows that the length of the working day varies greatly. Given 
the total amount spent for labor, which should include wages, board, 
room, and other privileges, the actual cost per hour can be easly 
determined by dividing the total cost of labor by the total number of 
hours of labor performed. 

To determine the cost of horse labor, one must know the approxi- 
mate cost of keeping the horse during different periods of the year. 
Cost-accounting records show that the cost of horse labor varies from 
6 to 16 cents an hour. The rate depends on the number of horses 
kept, the cost of keeping them, and the average number of hours’ 
work done per day. On most farms the amount of-work done by 


MONTHLY WORK REPORT 

























































































:, 3.—-Illustration of a form of monthly labor-report blank. 


horses is much greater at some seasons than at others. In such 
sases the cost per hour of horse labor varies greatly from month to 
month. The best plan is to determine the average for the year and 
use the result in figuring costs. 


RECORDS OF SEPARATE FARM ENTERPRISES. 


The preceding pages have been devoted to the consideration of 
those accounts involving the receipt and expenditure of cash and to 
the usefulness of and methods of keeping labor records. Labor rec- 
ords are necessary in finding the cost of various farm crops and other 
farm enterprises, but labor is not the only item that enters into the 
cost of an enterprise. Hence, if the farmer is to know the actual 
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profit (or loss) from each crop grown or each lot of stock fed, he must 
keep other records. If farming were simply growing corn, raising 
wheat, or keeping a dairy, a separate record of each enterprise would 


om Regular Worker's Daily Time Sheet. 


. 
U. &. Department of Agriculture 2 J Laer chreczk - 
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Day of Week 4 gut, 








KIND OF WORK. 
Include implements usel, number of loads, ete. 
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nemanns Woe L Ta Let . Corn Ae erie Saree. 
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Fia. 4.—Ilustration of a desirable form for detailed farm-labor records. 





not be needed in order to learn the source of profit or the cause of 

loss; but farming is generally more or less diversified, the income 

being received from several sources. These sources may be hogs, 
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cattle, poultry, fruit, wheat, hay, potatoes, truck crops, and the like. 
It is necessary to know what each of these enterprises returns for the 
expenditures made upon it, if the farm is to be conducted in a busi- 
nesslike manner. The cost, income, and profit of a field of corn is 
given in Table I. 


TaBLe I.—Account with a crop of corn in field B (36.48 acres) on an Iowa farm, 1910.1 


| 
Total— | Per acre— 


= an ieiipneteiauheslieanehiaeteamaatiies enamine Per 


Man | Horse Man | Horse | bushel. 


‘ Cost. ‘ ‘ 
hours.?| hours.2| » ©°St hours.? | hours.* 
| 


Items of statement. 


342 $46. 48 


& 
reas 


Plowing, fali of 1909 (14-] Mar. 25 to Apr. 2.... 
inch gang). 

Disking 

Harrowing 

Planting (with planter) 

Harrowing (after plant- 


361 49. 28 
51 8. 56 
61 10. 25 
724 1L. 86 


2 


8 
Sendobabe 


woo 


116 19. 49 


ing). 
Cultivating (first time). 
109 18.31 


Cultivating (second | June3 to6 
time). 

Cultivating (third | June 14 to 18 103 17.31 
time). 

Cultivating (fourth | June 23 to July 5.... é 19.15 
time). " 

Picking seed corn Sept. 27 to Oct. 7.... 59 7.44 

Husking (from stand- | Nov. 2 to 22 3054 j 102. 65 
ing stalks). 


oron ? 6260 


+ OO 
se 





NE MONE... Licupaccdetcbsnmieeeees »% 310. 98 
Manure charge. .. 124.91 
Seed, 54 bushels, 27.50 
at $5. 

SINR A) fia sn eckwenadededee ta beck siineowrnan 
Equipment.... 

PER on 508s Sect isetderrswentoqnscsveds tcccemdisécoansl 
Interest (rent) 





Total cost. .|....... 








Summary: 
Income % 


Profit 





: Aarne ca ag may aa ry peers : horse hours, 10.5 cents. 

$1,177.36. 2,200 bushels of grain, at 50 cents (average, 60.3 bushels per acre), $1,100; stalks, $27.36; total, 

The figures in this table are taken from records of actual experience. 
The number of hours of man and horse labor is given for each opera- 
tion, such as plowing, disking, ete. The cost of man labor was de- 
termined as stated on page 23. The value of the owner’s labor and 
of family labor was counted at the same rate as for the regular work- 
men, although it was not paid for in money. The cost of the horse 
labor was determined by taking the total hours that the farm horses 
worked during the year and dividing it into the total cost of keeping 
these horses for the year. The rates for man and horse labor are the 
actual rates found on that particular farm for that year. When 
records sufficient to determine the actual cost of horse labor are not 
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at hand, the next best plan is to assume a cost based upon such data 
as can be had. 

In addition to the labor cost the table shows certain other charges 
against the crop, namely, the cost of seed, the value of manure used 
(only part of which is charged to the corn crop, the remainder being 
charged to later crops), the use of implements and machinery, general * 
expenses, taxes, and land rental or interest on the investment in 
land. The total of all these charges gives the total cost of growing 
the corn up to the time it is put in the crib. The equipment cost, or 
the charge for the use of machinery, is difficult to determine accu- 
rately. In this illustration the equipment charge was arrived at 
through carefully kept records relating to the investment in, repairs 
of, and depreciation of the implements used in growing the crop. 
lt is not expected that many farmers will work out these equipment 
charges in such detail, as it is not necessary in determining the ap- 
proximate cost. A good plan for the farmer to follow in this matter 
is to use average figures for the acre cost of each of the machines or 
implements used, such as are given in Bulletin 73 of the Bureau of 
Statistics, entitled ‘‘The Cost of Producing Minnesota Farm Prod- 
ucts, 1902—1907,”’ and Bulletin 212 of the Bureau of Plant Industry, 
entitled ‘‘A Study of Farm Equipment in Ohio.”’ ! 

Another way of arriving at the machinery cost per acre is to esti- 
mate the annual cost (depreciation, repairs, and interest) of each 
implement and to divide this estimate by the number of acres on 
which the machine is used during the year. Thus, if a plow cost $12 
and the depreciation is 10 per cent ($1.20) a year, the repairs $1 
(including sharpening), and the interest (at 5 per cent on the average 
value of $6 for its estimated life period of 10 years) 30 cents, the 
total cost of the plow per year is $2.50. 

Now, if this plow is used on 50 acres during the year, the acre 
cost is 5 cents. But if the plow is used on only 10 acres, then the 
acre cost becomes 25 cents. This estimate does not allow for the 
slight increase in the items of repair and depreciation where the 
machine is used on the larger acreage, but these charges do not increase 
in direct proportion to the acreage covered. 

The rental value of the land is also a difficult charge to determine, 
inasmuch as it depends on the value of the land and on current 
rates of interest. Some parts of the farm are more fertile than others 
-and hence are worth more. The most accurate method of deter- 
mining the charge for land rental is to place a definite valuation on 
the land in each field of the farm and then fix the rental value at a 
sum equal to the interest on that value. The rental or interest 


1 Application for either of these bulletins should be addressed to a Senator, a Member of Congress, or 
to the Secretary of Agriculture, Washington, D. C. 
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charge forms a large percentage of the total cost of most crops. In 
the crop of corn shown in Table I it is one-third of the total cost. 
The relative profitableness of the different farm crops is an excel- 
lent guide to the farmer in planning his cropping system. Yet it 
must be kept in mind that cost is only one of the things to be eon- 
sidered. The distribution of labor throughout the season is highly 
important. As far as possible crops should be grown that do not 
require large amounts of labor at the same time. 


LIVE-STOCK RECORDS. 


In addition to the cost and income from crops, it is equally impor- 
tant on farms where live stock are kept for profit to secure similar 
records for each class of such stock. It not infrequently occurs that 
a farmer turns a profitable crop into a loss through injudicious feed- 
ing. In the following paragraphs the reeords needed to determine 
the gain or loss on a single class of live stock are shown and methods 
are suggested for keeping them. 

Table II shows the items that are included in such an account. 
Some of these items are easily determined; others are estimates, and 
the aecuracy of the final result depends largely on the accuracy with 
which these estimates are made. It is seen that the estimated value 
of the manure is about one-third of the final profit. The data as 
given in the table are an approximate yearly record on a Wisconsin 
dairy farm. 


Taste Il.—Ouitline account for one class of live stock: Dairy herd. 


| 
Data. Itera | Subtotal. | Total. 








Inventory: | 
Jan. 1, 1910— | 
IN MP ay vp ocbuewcscdcatecenapescerestbcmnees sabe $2, 7’ 


Jan. 1, 1911— 
EEO GOGO DONE, 2 BOE oo dic once wdc cd sssens cas secesteebe |eveeeseeeee 


SER ook act ree a tecsarewe st cscoSobelecntsecdes clades oa, bos ovens 
MS oes suai Matas cdc svabeuien setecueaus bodies ends aban aeaciwed ante ttoeae taean 





SeEE COOUININY 0 oi. 5 BS Fo en ce se enosdbvevceboseleuavsbsevasseekes Reco See sede s 


Receipts: ; 
Bic atad cven:(705, 688.3 DOUNGE). 2. . fax... cerrcieeees vceceseceevecend $3, 630. 29 | 








i ced ceeds abetecedtebuedinven Jidarcavereseskeesswewwns wan 1, 521. 60 
TT aici cin ew ne ss dali cli ellen ala ga wie arecl 5 ied Rin cue ahaa 117. 60 
ERLE ST a dihv ct ates eel canary debs tdbc ced te cancestdnpsumeperss 7. 


ING SC Cds tans Fcuk ciuigvovecsgetsoced iidécnGh Wiven Ace eayoeedeteeckiones 


Expenses: 


TE RN sats ao nekhe aigaiedat Sing omic samme-es ys eeeh a « tan 212. 00 
EE ENE TNs oo oes sce ctaees ctl tbivevaevcaceeconveveceeeee 128. 57 
SN I a EE asin we Duh an se hae oh kes aap ian tawnens 673. BB: | 
III Sor Se Toe Teo en clu cece eee eka ceuceanecu 835. 12’ | 
IT NONG irs yy ee enn rey cisviae ews se eeessereeused suewky G95 275. 86 
NEE PDE ss sds inwcesennssdsenscucees > pce aniaa seine pees > 2,124. 70 
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TasBLe II.—Outline account for one class of live stock: Dairy herd—Continued. 


Data. Item. Subtotal.| Total. 
| i 


| 


Expenses—Continued. 
Man labor, 8,8194 hours, at 12 cents 
Horse labor, 1,443 hours, at 10 cents 


Total labor cost | $1, 202. 69 


Feed for bulls 
New equipment 
a on equipment 


Ac ivertisements 
Miscellaneous (general expenses, etc.)..........-..--.---0----- ee eee- 
Decrease in inventory 


Total miscellaneous expenses 
1 


Total expenses : 3 a 8, 865. 21 


Difference between receipts and expenses..............-..-..- Fe so eaone vs tia wieetens "4, 631. 88 


Interest at 5 per cent on average investment in cattle and oes ete 147. 56 
Building charge, 96 DEF COW PET YORE. 2... 22s nw cones cecsn es secs ccenens ie 255. 00 


Balance 1,229. 32 


Add estimated value of manure.... ‘i 641.05 





Profit 1,870. 37 


It will be noted in Table II that the first items given constitute an 
inventory of the class of live stock considered. This inventory is 
made in order to determine the increase or decrease of the value of 
the herd during the year. In a set of farm accounts the inventory 
of the different classes of live stock would be-included in the regular 
farm inventory. The receipts which can be credited to the dairy 
herd are milk, cream, and live stock sold. In addition to these 
sources of income, the herd should be credited with the value of the 
manure produced. This item is added later as a special credit and 
is not included with the actual income. The amount of credit to 
allow the herd for manure is one of the most difficult points in all 
farm bookkeeping. Generally speaking, manure has no market value 
in farming communities, and its actual worth to the farm will vary 
greatly. Each farmer must be his own judge as to the value of 
manure. Where the manure is wisely used, its value will usually 
not vary widely from $1 per ton on dairy farms, and the amount pro- 
duced per head will not vary greatly from a ton per month. The 
proportion of the manure that becomes available depends on the 
length of time the cows are stabled and on the care given the manure. 

Under expenses are feeds, including that for the herd bulls (see 
Table IT), man and horse labor, equipment, repairs, and miscellaneous 
expenses. In addition to these direct charges, certain other items 
must be taken into consideration in order to determine the profit or 
loss for the year. We have already credited the herd for sales of live 
stock, the amount received from this source being over $1,800. Now, 
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if the herd were worth as much at the end of the year as at the begin- 
ning this $1,800 would all be clear profit, but the inventory shows 
that the value of the herd because of these sales has decreased by 
$366.30. The profit from sales of stock is thus $366.30 less than 
$1,800. For this reason we include the decrease in inventory in the 
charges against the herd, so that it will finally be deducted from the 
$1,800 which has been included in the income. 

Finally, we must take account of the interest on the money invested 
and the interest and the depreciation on the barn. Interest on the 
investment is not an actual expense, and hence is given in a separate 
list beneath the list of actual expenses. ‘With it is given the item 
of barn rent. This latter item represents an actual expense, but it 
may be an expense incurred several years earlier; it may be a part of 
the actual current expenses also, as is the case when the barn has not 
been paid for and the farmer is paying interest on the money used in 
building the barn. 

Dairy farmers not infrequently delude themselves into thinking 
they have determined the profit on their herds when they have 
deducted the cost of the feed from the income received from sales of 
dairy products. Table II shows how far they are in error when profits 
are estimated in this manner. 

The method of keeping feeding records of a class of live stock will 
be taken up more in detail in another paragraph. 

The labor records of-live stock are not hard to determine, for the 
amount of labor required each day is fairly uniform. A careful 
estimate can be made of this labor once or twice a month and the 
total for the year then ascertained. The total based on these 
monthly estimates will not be absolutely accurate, but will be near 
enough for all practical purposes. The depreciation charges for 
the live stock, which are often included in live-stock accounts, are 
taken care of by the increase or decrease in the inventory. The 
interest on the investment can be based directly on the average invest- 
ment as shown by the two inventories. The building charge, or the 
cost of housing the live stock, should be based on the investment in 
buildings and the annual repair, depreciation, and interest charge. 
This figure is difficult to determine accurately, but most farmers will 
be able to determine it with sufficient accuracy for their purposes. 

In charging the different classes of live stock for feed several dif- 
ferent practices are followed, and the results obtained are largely 
governed by the method used. Often it happens that a farmer is 
more interested in his cattle than in his crops. In order to make his 
dairy show a profit he will charge the herd with the estimated cost 
of the different crops which he grows for feed. This cost price may 
be very much lower than the prevailing market prices of the grain 
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and hay or other roughage. If there is any profit from the operation 
of the farm, this method gives all the credit for this profit to the cows. 
Other farmers charge the live stock full market price for feed raised 
on the farm. This is undoubtedly the correct procedure, but the 
price used should be the price at the farm and not the price at the 
near-by market point. The price at the farm and at the market 
point differ by an amount equal to the cost of hauling the feed to or 
from market. But when cows are charged market prices for feed, 
they must also be given credit for the manure they produce. 

After a farmer has kept records for several years relating to the 
cost of different enterprises and to the cost of caring for and feeding 
live stock, he will be able to work out certain standards which he can 
thereafter use from year to year. For instance, if a dairyman has 
kept records for four or five years on the amount of labor required in 
caring for dairy cows and finds this to be about 16 hours per head 
per month, he may thereafter use this figure in his records rather than 
go to the trouble of keeping careful records covering this point each 
year. If more of these normal farm costs were known many of the 
worst difficulties in farm bookkeeping would disappear. It is because 
practically no information is available on many of these points that 
there is the utmost need for careful work. Under present conditions 
it is only by having fairly accurate records for a series of years that 
the farmer can determine with reasonable certainty the cost of any 
live-stock product. This matter is one of great importance. For 
example, if dairymen in the Eastern States could state definitely 
that a quart of milk costs 4 or 5 cents, or whatever the figure may be, 
they would then be in position to demand a price which would give 
them a margin over the cost of production. Until such costs are 
determined it is doubtful whether the consuming public will recog- 
nize the difficulties that confront the dairy farmer. 


LIVE-STOCK PRODUCTION RECORDS. 


In addition to the records of herds or groups of live stock, records 
are sometimes necessary for each individual animal. This is espe- 
cially true of dairy herds where the same animals are kept for several 
years. The milk record of the individual cows is one which is 
exceedingly important on all dairy farms. It is not necessary, for 
ordinary purposes, to keep a daily record of the weight of the milk 
produced by different individuals of the herd; a record of the produc- 
ition of each animal for a certain day each month will usually serve 
quite as well. Using this as a basis the total production during the 
year for each cow can be estimated very closely. The total milk yield 
of a cow, estimated on the basis of one weighing each month, will 
seldom be more than 3 per cent in error from the true production, If 
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milk is marketed on the basis of its butter-fat content, then the butter- 
fat records are equally as important as the milk records. Several 
forms for keeping milk records are used by the different State colleges 
and experiment stations, each with its individual merits, and any of 
them will be found satisfactory. An essential point in keeping any 
live-stock production record is to have the blanks handy and in such 
form that they can be totaled without trouble at the end of the month. 


FEEDING RECORDS. 


It is believed that the most difficult records with which the farmer 
has to deal are feeding records. These are of such a nature that in 
keeping them one is constantly dealing with uncertain quantities and 
values. It is a problem to know the value of a certain crop when it is 
placed in the barn for feeding purposes, as the quality of that crop may 
be above or below the average. Again, the amounts fed to each 
animal, or even to the different classes of live stock, are more or less 
of an estimate; it is nearly impossible under commercial conditions to 
weigh the feed at each feeding, as any one knows who has ever taken 
care of a large number of cattle or stock of any kind. But this fact 
should not discourage the farmer from attempting to keep a feeding 
record, for such a record can be made exceedingly useful and valuable. 
A careful estimate based on the weighing of feeds one day in a month 
is usually sufficient to give a very satisfactory idea of the total amount 
of feed consumed by each animal or herd, as the case may be. Where 
high-priced grain is fed it often happens that a ton of grain is worth 
more than a ton of milk, and one can not afford to be ignorant of the 
actual amount fed. Fortunately, it is comparatively easy to weigh 
or measure grains and other concentrated feeds. The weighing of 
feeds also eliminates irregular feeding, whether the feeding is done by 
the same man or by different men, and this tends to prevent fluctua- 
tion in milk yields; oftentimes also it prevents sickness of animals. 
Numerous kinds of feeding-record blanks are in use by farmers and 
by different agricultural colleges, but none of them are suited to all 
conditions. If feeding records are to be kept it is a simple matter to 
draw up a form which will answer the purposes of the feeder. The 
main point is to have some clear, concise form on which the records 
can be uniformly kept and in such manner that they can be tabulated 
with the least possible effort. It is useless to go to the trouble and 
expense of keeping records unless they are made of some use. 

It is surprising how little attention has been given to the cost of 
keeping work horses, for this is one of the largest items of expense on 
a great many farms. For the most part the feed given to horses is of 
higher quality than that given other stock and is more expensive. In 
Extension Bulletin 15 of the University of Minnesota are given the 
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results of some accurate horse-feeding records on farms in that State. 
The investigations show that the annual cost of keeping a horse 
several years ago, when prices were lower than at present, was about 
$85. This cost is certainly high enough to warrant careful considera- 
tion by the farmer; too many horses will eat up the profit in farming. 
When it is considered that the average farm horse works only about 
34 hours for each week day in the year it is evident that more atten- 
tion should be given to the efficient use of horse labor. 


INTERPRETATION AND USE OF FARM ACCOUNTS. 


In the foregoing pages are outlined very briefly the reasons for farm 
bookkeeping, and methods and forms are suggested for carrying it 
out on ordinary farms. The question arises, How can the information 
gained by these records be applied to the various phases of the farm 
business? Time and energy spent in keeping accounts are absolutely 
wasted unless an intelligent use is made of them. Moreover, one 
must not suppose that a number of records are needed before anything 
valuable can be obtained from them. It is surprising what useful 
information can be secured from a few simple records. It is even 
more surprising what wrong interpretations can be drawn from a set 
of farm accounts by one who does not understand their real meaning. 

The subject of cost accounting on the farm is one of exceptional 
perplexity. The difficulty is mainly due to the fact that so many 
of the factors entering into the final result can not be determined 
with absolute precision and hence must be more or less in the nature 
of estimates. For example, the manure produced by a herd of cows 
or by a herd of fattening stock may be the major consideration in 
keeping stock at all and may justify feeding animals at an actual loss 
so far as the cost of feed and the value of production are concerned, 
yet it is not possible to deterthine with any great degree of accuracy 
the value of this manure. Again, the cost of an enterprise may de- 
pend on such factors as the length of time an implement will last, 
the amount of its use, the proportion of manure or fertilizer which 
applied to a given crop will be used by that crop and how much will 
be available for later crops—-all more or less indeterminate. 

Another difficulty arises from the dependence of cost in one case 
on costs in others. Thus, the cost of producing a crop of corn de- 
pends in part on the annual cost of keeping a horse, and this cost in 
turn depends in part on the rate of depreciation of farm buildings. 
Hence, the annual cost of the barn in which the horse is stabled be- 
comes a factor. The cost of a crop of corn also depends on the acre 
cost of farm machinery, a very difficult matter to determine with 
accuracy. 
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No attempt has been made in the foregoing pages to treat the subject 
of cost accounting in an exhaustive manner. It has been the aim 
rather to deal with as simple a record as possible and yet at the same 
time have the results of sufficient value to be of use to the farmer, 
The trained agricultural student or the business-college graduate 
will no doubt desire a more detailed system than has been outlined 
here, and in this desire he is perfectly justified. But the average 
farmer is not a trained bookkeeper, and the very nature of his work 
is such that it is hard for him to do clerical work. After being in the 
field all day or out ina cold biting wind, it requires considerable ex- 
ertion to write up a set of accounts in the evening. The farmer is 
trained to do physical work and, although he is intelligent and capable 
when it comes to deciding important matters, it is difficult for him to 
do clerical work of this character. When physically tired it is doubly 
difficult to do such work as adding a column of figures. Farm 
bookkeeping is a matter of adapting simple methods to the farmer’s 
needs. It is not a question of forms or having the accounts on the 
right side of the page or of having them balanced in a certain way, 
but it is a question of a correct knowledge and understanding of the 
facts as they exist on that particular farm. 

In the preceding pages no effort has been made to outline a full 
double-entry system of bookkeeping, although it is admitted that such 
a system would give more complete and systematic results than the 
simpler methods presented here. Those who have the necessary 
knowledge of bookkeeping to manage these more complicated 
systems may very well do so if they desire, but for the average farmer 
this would hardly be practicable and the simpler methods outlined 
here are believed to be more satisfactory. 


SUMMARY. 


Good accounts are as useful to the farmer as to the business man, 
since farming is a business the same as banking or any other com- 
mercial enterprise. Farm bookkeeping does not require that the 
account be kept in a particular form or upon a certain side of the 
page, but is a logical selection and arrangement of farm data to permit 
correct interpretation. 

The difficulties of farm bookkeeping are generally overestimated, 
an entirely wrong impression being held: by many people on this 
subject. Complex forms and methods do not always mean successful 
farm accounting, for sometimes a few pages of well-selected records 
are of more practical value than volumes of figures. 

Inasmuch as the farm business and the home are practically 
inseparable, personal and household accounts are needed to balance 

bil 





FARM BOOKKEEPING. 37 


the books. Both of these accounts are best handled by grouping 
the items as much as possible. 

A complete inventory is the first and most important step in starting 
the accounts. The determination of proper values is a matter of 
good judgment, aided by a study of current market prices. 

The cash transactions on a farm may be kept in several ways, but 
entering the items directly in their respective accounts appears to be 
one of the most satisfactory methods. 

A thorough understanding of what constitute farm receipts and 
expenses is necessary; otherwise the profit of the farm is seldom 
figured correctly. 

A farm is a combination of enterprises, and a study of each enter- 
prise in its relation to the others is of the utmost importance. Wheat 
may be a profitable crop to grow, oats an unprofitable crop. Records 
of the separate farm enterprises will show the facts in each case. 

Labor distribution records are seldom kept by farmers, yet such 
records are in many respects equally as important as the cash account. 
A good bank balance is often the result of the efficient use of farm 
labor. 

Crops which are grown at a profit may, by being fed to a poor class 
of live stock, have this profit turned into a loss. Live-stock records, 


although not so easy to keep as those on crops, are often more useful 
to the farmer. It is poor policy to lose by injudicious feeding the 
profits on the crops grown. 

Live-stock production records are a guide to the qualities of 
auimals kept; such records are of the utmost importance to the 


dairyman. 

Good accounts are within the reach of every farmer. The few 
minutes regularly spent on them will yield larger returns than an 
equal amount of time devoted to farm work, provided proper use is 
made of the information the records contain. 


[A list giving the titles of all Farmers’ Bulletins available for distribution will be 
t free upon application to a Member of Congress or the Secretary of Agriculture.] 
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DEQUATE RECORDS are necessary to the effi- 
x. management of any business. The farmer, 
to be successful, must be a business man as well as 
a grower of crops and producer of live stock. As 
a business man he should have suitable business 
records. 

Farmers, as a rule, are highly individualistic in 
their methods, and farm business conditions vary 
widely. Accordingly, ready-made systems of farm 
accounts seldom bring out all the facts that the 
farmer ought to know. Systems must be developed 
to fit each man’s requirements, and efforts to shape 
one’s needs according to a prepared system not based 
primarily on these needs will almost inevitably result 
in failure. 

Getting a knowledge of accounting principles is the 
first and most important step toward establishing an 
accounting system suited to one’s individual needs. 
There are many degrees in farm accounting, from 
the simple to the extended and complex, but it is 
obviously impossible to discuss them all in a single 
bulletin. It is the purpose of this bulletin merely to 
outline the principles of simple farm bookkeeping. 


| 


Office of the Secretary 
Contribution from the Office of Farm Management 
H. C. TAYLOR, Chief 
Issued October, 1912; revised, June, 1920 
Washington, D. C. 








FARM BOOKKEEPING. 


Epwarp H. THOMSON 
Formerly Assistant Chief, Office of Farm Management. 
Revised by 
JAMES S. BALL 
Assistant in Farm Accounting. 


















CONTENTS. 

) 

Page. Page. i 

Comparison of commercial and farm Determining net farm income and { 
PES RE Rae i 4 vet ‘farm. prose. 82 2. 34 : 
Impersonal character of business-- 5 | Interpretation and use of farm i 
Application of double-entry principle_ 6 REIN iii oie eed 37 H 
Types of farm records__--- eee aed 7°) (Comeliaietic 32055500 S.  e 39 j 
The farm inventory____------_--- 10 | Selected list of references on farm fi 
Financial accounts _._..-..-_ ---- 20 | business: atalyws. ..-.. <<. 40 H 
Mj 

H 

| 





ARMING IS A BUSINESS, and, to be successful, it must be 
F conducted in a businesslike manner. It involves the produc- 
tion and sale of commodities, just as does manufacturing. The busi- 
ness man, whether in factory or on farm, should be constantly con- 
sidering two questions: 

(1) What profit is my business making? 
(2) How can that profit be increased ? 

The first of these must be answered before an intelligent effort can 
be made to answer the second. Proper accounting leads directly to 
the answer to the first question, and hence it is essential to any well- 
thought-out plan to increase profits. 

The problem of the farmer is to meet conditions on his own farm 
in a way that will give him the greatest net returns, year in and 
year out, for the use of his capital, his labor, and his managerial 
ability. Before he can be considered a successful farm operator he 
must produce results that will cover the value of all these. Capital 

‘an earn interest without labor on the part of its owner, and labor 
can earn wages without owning any capital. The farmer, utilizing 
both in the conduct of his business, should secure returns that will 
cover both interest and wages. Not until both of these. have been 
more than covered can any profit be credited to the farming opera- 
tions. Nothing but return in excess of interest and wages can prop- 
erly be considered as net profit. 

There is reason to believe that many farmers, owing to a lack of 
proper records, do not know what returns they actually receive, nor 
how these compare with what they should receive for their work and 
3 
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the use of their capital. Doubtless many are living on the interest 
on their capital, making small wages or none, and no net profits. 

A very large number of farm problems have been solved by the 
experience of farmers—far more, in fact, than have been worked out 
in any other way. There are some problems, however, that have not 
been solved in this manner. The problem of farm architecture and 
that of farm accounting are two of these. One reason for this is that 
much of the instruction the farmer has had on these two subjects 
has been misleading. As in architecture, so in accounting, the main 
work that has been done has related to city conditions and is not ap- 
plicable to conditions on the farm. Most.farmers who have tried to 
keep books have used the systems of city bookkeepers, which are not 
adapted to farm accounting. Even where these systems have been 
modified in the attempt to meet farm needs, they have usually failed 
to meet the farmer’s requirements. 

The difference between bookkeeping and cost accounting should be 
definitely understood. Bookkeeping is the keeping of records that 
will set forth the income, cost, and profit ofthe business as a whole 
or complete unit ; cost accounting involves the finding of cost, returns, 
and profit on production units—on a pound of beef, a quart of milk, 
a bushel of grain, etc. 

This bulletin has not been prepared to present any particular sys- 
tems of accounts for farm use,’ but is rather a discussion of some of 
the important principles that are applicable to bookkeeping on the 
farm. It is believed that the farmer who studies it sufficiently 
to grasp these principles will be enabled to select or devise a system 
that will be adequate for his particular needs. 


COMPARISON OF COMMERCIAL AND FARM BOOK- 
KEEPING. 


In commercial bookkeeping, which has been a subject of study 
and in process of standardization through several centuries, sys- 
tems of bookkeeping have been developed which fulfill the needs 
and requirements of a great majority of merchants. Moreover, in 
the world of commercial affairs there is considerable similarity in 
these needs and requirements. 

In farm bookkeeping these conditions do not exist. Not only do 
peculiar conditions occur on almost every farm as to the type of 
business, size, and opportunities and facilities for record keeping, 
rendering it difficult to apply a uniform system prepared for use 
under entirely dissimilar conditions, but the subject of farm book- 


1 Farmers’ Bulletins 572 and 782, entitled “ A System of Farm Cost Accounting” and 
“The Use of a Diary for Farm Accounts,” respectively, present two more or less 
standardized systems of farm accounting, 
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keeping has received little or no attention until the last few decades, 
and consequently little progress has been made toward the desired 
end. 

Farm bookkeeping principles, however, apply at all times and on 
all farms, and when these are thoroughly understood and all condi- 
tions studied, the development of a proper system to fit these con- 
ditions can be taken up with every probability of success. 


IMPERSONAL CHARACTER OF BUSINESS. 


In order to understand bookkeeping principles, the business 
should be considered as entirely separate from the individual own- 
ing the business. That is, in all relations between it and its owner 
the records should be handled exactly as if business and owner were 
two persons. The necessity of this relation is fully recognized in 
the commercial world, and lack of comprehension of it is one of the 
causes which prevent many farmers from fully understanding the 
principles of accounting. The merchant rarely takes goods from 
his store for his personal use without charging them to his own per- 
sonal account, just as though they were sold to any other customer. 
He is usually fully aware that otherwise it would be impossible for 
him to know the actual state of his business affairs. On the other 
hand, the farmer ordinarily devotes the property of his business to 
a considerable extent to his own personal uses without a thought as 
to the accounting consequences, and as a result may get a false idea 
of the results of his farming operations when he balances his 
accounts. 

On the farm, where the personal affairs of the owner, his house- 
hold, and the farm affairs proper are interwoven, this point of view 
is admittedly difficult to acquire, but nevertheless it is very neces- 
sary to acquire it. 

In order to carry out this idea it is a good plan to consider the 
general funds received for farm products as belonging to the farm, 
and for the owner to maintain a separate purse for his personal 
requirements, refilling it from time to time from the farm funds, and 
charging his persona] account on the farm books with the amounts 
so used. This idea, as is explained elsewhere in this bulletin, may 
be carried a step further by establishing a separate purse for the 
household expenses, allowing the housekeeper a certain amount 
weekly or monthly on which to run the house. Such practices are 
well calculated to give a man a good perspective of the relations 
existing between the finances of the farm, the household, and him- 
self, and are more generally satisfactory to all concerned than the 
common practice of having a single purse for all these purposes. 
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APPLICATION OF DOUBLE-ENTRY PRINCIPLE. 


While it is true that success in farm accounting is not a matter 
of forms or blanks, but one of using well-defined principles, the 
double-entry idea can not be lightly disposed of, as some writers 
on farm accounting have tried to do, by stating that it is a mere 
matter of form. It can not be stated too positively that double entry 
is not simply a form of bookkeeping. It is an indispensable feature 
of correct accounting. 

Briefly stated, this principle is based on the fact that every busi- 
ness transaction has, for each party involved, two distinct sides. 
One value is acquired, another is surrendered. For instance, a person 
selling a horse acquires cash value and surrenders horse value. If 
the horse is sold on credit to John Smith, account value (the fact 
that John Smith owes this value) is acquired instead of cash 
value. When he pays for the horse, cash value is acquired and 
account value (he no longer owes anything) is surrendered. If the 
records do not take account of both sides of each transaction they 
will not show the facts, and will, therefore, be misleading, and worse 
than useless. 

Violations of this principle are common, and lead to the most 
erroneous conclusions in farm cost accounting. Carrying the value 
of manure as a credit to the cattle account and not charging this 
same value to the crop accounts is an example of a common way in 
which this principle is violated, and many other instances might be 
cited. No matter what the transaction, this principle holds good 
and should never be violated. 

In the case of cash transactions where a cashbook is used, the 
double-entry principle is automatically followed. Entering the 
money received and giving the description of what was sold for it, 
charges the cash account with the value on the one hand, while the 
crediting of the proper account with the value of the thing sold 
completes the “double entry.” 


RULES FOR DETERMINING CHARGES AND CREDITS. 


As a usual thing it will not be found difficult to determine for each 
transaction which account to charge and which to credit. The gen- 
eral rule may be briefly stated thus: 

Charge that account which acquires the value. 
Credit that account which surrenders the value. 

Where strictly cash accounts are kept little trouble will be experi- 
enced, as all cash received is acquired and by the rule is a charge to 
cash, while the corresponding credit is carried to the account which 
surrendered the value for which cash was received, and vice versa. 





Farm Bookkeeping. 7 


As elsewhere explained, this is automatically performed in a simple 
account of cash receipts and expenditures, 

A more difficult problem comes up in determining when to charge 
an expenditure of cash to expense and when to investment (pur- 
chase) accounts. Also it is sometimes hard to tell when to credit 
a receipt to an income and when to an investment account. The rules 
in this regard are almost as simple as the foregoing, and may be 
stated briefly as follows (examples given below) : 

(1) Charge to expense accounts all those things which will be 
consumed as soon as used. 3 

(2) Charge to investment accounts those things which will be 
used over and over again in the course of the farm business or 
which are bought for resale in the regular course of the business. 

(3) Credit to investment accounts receipts from sales of ar- 
ticles which have formed part of the farm equipment or perma- 
nent plant. 

(4) Credit to income accounts all receipts for products of the 
farm or for things incidental to such production. 

(5) Credit to expense accounts all receipts for expense rebates 
and for things previously charged to expense accounts. 

Examples of items falling within the scope of the foregoing rules 
are: 

Rule 1: Seed, twine, feeds, wages, etc., parts for machinery, 
building repairs. ; 

Rule 2: Work stock, cows for the dairy herd, breeding 
animals, machines, drain tile, fencing, etc., and animals bought 
for fattening and resale. 

Rule 3: Old machinery and machinery junk, old lumber, 
work stock, animals from the permanent herds, etc. 

Rule 4: Milk, eggs, crops raised and sold, market live stock, 
etc., and receipts for labor and machine work done by farm 
labor. 

Rule 5: Feed bags; surplus purchased feed, seed, and twine; 
spare machine parts sold, ete. 


While the foregoing rules will doubtless prove of assistance in 
analyzing transactions to determine the proper charges and credits, 
there will sometimes occur transactions which seem to fall within 
what may be called the “twilight zone” between two rules. In such 
cases good judgment alone must be relied on, as no set of rules will 
cover all cases. 


TYPES OF FARM RECORDS. 


Farm records may vary from the taking of an annual inventory 
to carrying the most complete and detailed system of cost accounts. 
The following outline illustrates three types of farm accounting from 
the simplest to the most complex. 
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Outline of types of farm records. 


Records necessar,. Information that may be obtained. 


I, Property record. ...| 1. Inventories made once a year./ 1. Investment in each kind of farm property 
and net worth of the farm as a whole. 
2. Increase or decreasein net worth during the 
year. 


II. Farm bookkeep- | 1. Inventories made once a year.| 1. Investment in each kind of farm property 
ing. (Accounts | 2, Financia] records, and net worth of the farm as a whole. 
with the farm as a | 3. Value of supplies furnished | 2, Increase or decreasein net worth during the 
unit.) by the farm to the family. year. 
4. Value of board furnished by | 3. Classified summary offarm receipts and ex- 
family to paid farm laborers. penditures. 
5. Unpaid family labor devoted | 4. Farm income. 
to farm work. 5. Net farm profit. 
6. Household and personal expenses. 
7. Value of food, fuel, and use of house fur- 
nished by farm to family. 


{1I, Farm cost ac-| 1. Inventories made once a year.| 1. Investment in each kind of farm property 
counts. (Accounts | 2. Financial records. and net worth of farm business as a whole. 
with the farm and | 3. Value of supplies furnished | 2. Increase or decrease in net worth during the 
with each farm pro- by the farm to the family. year. 
duct and depart-| 4. Value of board furnished by | 3. Classified summary offarm receipts and ex- 
ment as a separate family to paid farm laborers. penditures. 
unit.) 5. Value of other perquisites fur- | 4. Farm income. 

nished by farm to paid farm | 5. Net sages profit. 
laborers. 6. Household and personal expenses. 
6. Unpaid family labor devoted | 7. Value of food, fuel, and use of house fur- 
to farm work. nished by farm to family. 
7. Labor record. 8. Cost per hour of man labor. 
8. Feed records, 9. Cost per hour of horse labor. 
9. Livestock ai records.| 10. Complete distribution of all costs. 
10. Cropsupply and yield records,} 11. Complete distribution ofall income. 
. Complete allocation of all profits and losses, 
. Cost of production in each department. 
. Margin between cost and market value. 
5. Efficiency factorsin farm management. 





PROPERTY RECORD. 


The first type includes only the farm inventories made once each 
year and is valuable as a means of determining the value of the farm 
property and of showing whether the farmer has made progress in 
a financial way during the year or whether he has gone back. It 
measures only the amount of this progress or going backward. It 
is well to emphasize this point. The increase or decrease in net 
worth does not represent the profit or loss on the farm business, since 
it is affected by the affairs of the farm family. If one knew the 
amount of the household and personal expenses, the value of the un- 
paid farm labor of the family, and also the value of the interrelated 
transactions between the farm and the family (see Type II, Nos. 3 
and 4), it would be possible to determine, from these data and the 
inventories, the actual farm income. 

For instance, if the cash expenditures for household and personal 
purposes were $606.85, the personal income $14, the value of the 
interrelated items 3 and 4, $677.74 and $60 respectively, and the value 
of the family labor, $110, the following calculation would disclose the 
actual farm income: 
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Add: 
Household and personal cash expense________ $606. 85 


Value of supplies furnished family_._.___._____ 677. 74 
$1, 439. 95 


Subtract: 
Value of board furnished by family 
Value of unpaid family farm labor 


Personal income 
184. 00 


Balance (represents income from farm) : 1, 255. 95 


Briefly put, to find the farm gain it is necessary to add to the in- 
crease in inventory value the value of those things furnished to the 
family by the farm and to subtract the values furnished to the farm 
by the family. 

In order to determine the net farm profit, the sum of the interest 
on the farm capital and the value of the farmer’s time must be de- 
ducted from the farm income, as will be explained further on. 

In this computation must be taken into account the amount of in- 
come, if any, from personal or nonfarm sources. Dividends or in- 
terest received from outside investments, jury and witness fees, and 
gifts of money received are common examples of such items. The 
amount of personal income should be included in the items to be sub- 
tracted from the amount of inventory increase, if this amount has 
been included in the general purse, and therefore takes the nature of 
supplies (cash) furnished by the family (which includes the farmer) 
to the farm. 

FARM BOOKKEEPING. 


The second type comprises the inventories, financial records, and 
records of interrelated values. Financial accounts are more gen- 
erally kept by farmers than any other kind of records. Many farm- 
ers, however, after keeping financial accounts for a year, find they 
can get little valuable information from them in return for the time 
and attention devoted to them. This is because they have no in- 
ventory records. The inventories are just as necessary for the 
proper and intelligent interpretation and understanding of the finan- 
cial accounts as are the financial accounts themselves. They are the 
milestones of business, corresponding to the balance sheets of banks 
and other commercial and manufacturing concerns, and are always 
necessary, no matter what other accounts are kept. 


FARM COST ACCOUNTS. 


The third type represents all the records necessary to complete 
farm cost accounts, which, if successfully carried out, will give the 
actual, as well as the relative, cost and profit on all the farm enter- 

156416°—20—Bull. 511 2 
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prises as well as other valuable data. Cost records can be obtained 
only by the outlay of much time and close attention to detail. A 
man who works hard all day at manual labor rarely has either time 
or inclination to spend much of his leisure time in this work. Only 
when the conditions seem to warrant the assumption that the ac- 
counts will be carried through to a successful end should they be 
attempted. While this bulletin, in a general way, touches upon some 
of the principles applicable to farm cost accounts, it is concerned 
in the main with a discussion of the records contained in type IT. 


THE FARM INVENTORY. 


The term “ inventory ” is used to designate a list of property and 
property values. As has been previously pointed out, the annual 
farm inventory is a sort of guide or mile-post which indicates to a 
farmer just how he stands, financially, year by year. Without it no 
other records can be correctly interpreted. 

A farm inventory is simply a statement showing what land, build- 
ings, live stock, produce, supplies, etc., are owned and what they are 
worth at the time the inventory is taken. It shows also the amount 
of cash on hand and the amounts owed or owing at that date. It is 
a list of farm property and farm debts. To be of the greatest value 
it should be itemized to show separately what the farm is worth, the 
value of each head or group of live stock, the value of each machine 
or tool, the products for sale or feed, the materials and supplies on 
hand, the amounts owing by the farm, and the amount of cash on 
hand or in the bank. It must also show, under “ Liabilities,” the 
amounts of all debts the farmer owes other people. Table I exhibits 
a good sample of a farm inventory. It will be noted that it is divided 
into several parts or divisions as has been previously recommended. 


TABLE I.—Sample of a farm inventory, showing in a general way how this ral- 
uable record is prepared. 


April 1, 1918. April 1, 1919. 


Divisi eae 4 

ivisions and items of property alue Pi | Value 
per | Valuation. tity per | Valuation. 
nit. y | unit. 


REAL ESTATE: | 

Land and improvements........... acres... | $80 $9, 600. 00 ‘ $9, 600.00 
LIVE STOCK: 
125. 00 100.00 
40. 00 : 120.00 
60. 00 100.00 


ON ote crc, nh taio cae ace rm 
Total cattle 


Horses— 
Jim, 12 years old 
Jack, 14 years old.. 
Jen, 8 years old... 
Jess, 20 years old 








Total horses 
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Taste I.—Sample of a farm inventory, ete.—Continued. 


| 





April 1, 1918. April 1, 1919. 


Value | 
per | Valuation. 
unit. | 


eer Quan- 
per | Valuation. tity. 


| unit. 


LIVE stOocK—Continued. 
Swine— 
IUD. iiiloue nwias dive des sees sas | é 5.0 { | $420.00 
| | 5 | 45.00 
144.00 
699.00 





Poultry 
Total live stock 


MACHINERY AND TOOLS: 
Plows, walking, 12-inch ; § 
PPS, SUNY, Mc os occas cs ccc cet pee t 50. a | 65.00 
Disk harrow, double, 8-foot ; 17.00 
[Allitems listed but not shown here} 





Total machinery and tools 
FARM PRODUCE: 
Barley... 
Oats. .... 


WUE. «socio edas esp ladicasnadacbey cs 
Grain bags 








Total feed and supplies..............-.... : 


NOTES AND ACCOUNTS: 
Harry Smith, note for cow 
George Jones. for corn 
John Williams, for corn 
Henry Robinson, for work 





CASH ON HAND ANDIN BANK...........-..---- 





Total value of ‘‘assets”’ (property owned). | Pee et as | 13, 472. 43 


NOTES AND ACCOUNTS OWING: 





| 4,000. 00 
Samuel Grey for hogs 200. 00 


Total “liabilities’’ (amounts owed) 4, 000. 00 | 4, 200.00 








SUMMARY: 
Total assets 13, 472. 43 13, 827.79 
Total liabilities 4, 000. 00 4, 200. 00 

Balance or ‘“‘net worth” 9, 472. 43 | 9,627.79 
{Increase $155.36 for the year.] 








DIVISIONS IN A FARM INVENTORY. 


Real estate.—Under this heading are placed the farm land, build- 
ings, fences, woodlots, and all items of land improvement, for the 
farm is thought of as embracing all of these in a single unit. If the 
farm is sold all of these go with it. 
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Live stock.—All the different classes are entered separately, as 
horses, cattle, hogs, poultry, and the like. Each class is itemized by 
individuals or subclasses as far as is practicable. Thus the total 
amount invested in horses or any other class of stock can be found for 
any year. In taking this part of the inventory each animal may be 
given a separate value, or some method may be followed that enables 
each individual or class to be recognized in taking the next inventory. 

Machinery and tools.—This division contains the largest number 
of items to be listed, as this part of the equipment on a farm is always 
varied. In taking this part of the inventory it is important to use 
care not to overlook any item, for if certain implements are over- 
looked in one inventory and then included in the next, confusion and 
inaccuracy result. If carefully taken and each item listed separately, 
a machinery and tool inventory will fill several pages of a good-sized 
book. If such detail is not desired, the minor tools of small value 
may be grouped in a single item and a lump valuation given, but such 
a course is not advisable. This part of the inventory, carefully made 
at the beginning and checked up each year, is a help in locating 
minor tools. It is surprising what a large number of these small 
tools there are on a farm, and what a considerable number disappear 
during a year. All farmers know how easy it is to lose a hammer or 
a wrench, but an old wagon never disappears.' 

Inventory day is a convenient time to call in all tools that have 
been loaned out. Small tools have a habit of changing owners if 
they remain away from home too long. 

Produce, feed, and supplies.—Some items in these divisions are 
hard to estimate closely, as, for instance, the number of tons of hay, 
straw, and other produce in bulk,? but experience, conservatism, and 
good judgment will surmount this obstacle and give fairly accurate 
results, 

Financial items.—This division includes all “book” items, some- 
times known as “ financial” or “ intangible” items, as distinguished 
from the other items which are termed “ physical” or “tangible” 
property. These consist of the cash on hand and in the bank and 
the amounts due the farm from others. 

The sum of the property values embraced in the foregoing five 
divisions will be the value of the “ assets” or property owned. This 
does not necessarily constitute the net worth, as the “ liabilities” or 
amounts owed have not yet been listed, summed up, and deducted, 
so another division of the inventory should now be constructed to 
include these... 

Liabilities——Here should be listed the mortgage, notes, and accounts 
payable. When these are added and their sum subtracted from the 
total assets, the balance is known as the “ net worth.” 

2Circular No. 44 of the Bureau of Plant Industry, entitled “ Minor Articles of Farm 


Equipment,” gives a very complete list of small tools found on farms, 
2See Circular No. 67, entitled, ‘‘Measuring Hay in Ricks and Stacks.” 
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HOUSEHOLD GOODS, ETC. 


It must be understood that in the farm inventory no mention is to 
be made of the household furnishings or personal effects, as only the 
farm and its accessories are to be considered. While it is true that 
the dwelling has been included in the value of the farm, this is 
necessary, as it is a part of the real estate and would be included if 
the place were sold. 

It will be noted in the inventory form shown in Table I that there 
is a column for the values on April 1 of one year and another for 
the corresponding values of the same items the following year. This 
idea is a convenient one and the idea can be carried further by pro- 
viding an inventory book with columns for a number of years. 


DETERMINING VALUES. 


There are many and varied opinions on the question of how farm 
values should be determined. It has been suggested that the in- 
ventory value of a farm should be its original cost to its present 
owner. The objection to this is that one of the important purposes 
of making an inventory is to ascertain the actual worth of the 
property, which may be considerably greater, or in some cases much 
less, than its original cost. Then again, the farm may have been 
inherited by its present owner, and therefore may have cost him 
nothing. 

Unusually high or speculative values should not be used, as they 
do not represent facts and only tend to deceive and mislead. The 
danger of overvaluing should be carefully guarded against, as no 
good can come from it, while considerable harm may. A good rule 
is to place the value of almost all the various permanent property 
items at what they could be sold for, not at forced sale, but under 
normal conditions. This method may seem incorrect in the case of 
real estate and permanent live stock, in that some may think it calcu- 
lated to give too low values. The danger of placing values too low 
is not nearly so great as placing them too high and then finding, at 
some future date, that conditions did not warrant so high valuations. 
The exceptions to valuations by this rule are explained hereinafter. 

When the inventory value of the farm land is advanced to keep 
pace with advancing land values, and not because improvements 
have been made in the course of the farm business, such increase 
should not be allowed to swell the farm profits for the year. In 
such cases care should be taken to exclude this appreciation in de- 
termining the farm profit, and this is best accomplished at the time 
the records are finally summarized as shown in Table X by deducting 
it from the ascertained net farm profit figure ($202.25 in the table). 

In appraising the values of market live stock and farm produce, 
market price should be used, always deducting therefrom a sum 





14 Farmers’ Bulletin 511. 


sufficient to cover the cost of getting to market. Inasmuch as market 
prices vary from year to year these values may be low one year and 
high the next, or the opposite. It is impossible to ignore this some- 
times troublesome fluctuation, but, in ordinary times, market changes 
are not extraordinarily great from one year to the same date a year 
later. However, it must be remembered that a man’s worth does 
actually fluctuate with the market value of the property he owns. 
If no attention is given to market values a serious source of inac- 
curacy may be written into the records. 
Purchased feeds and farm supplies should be valued at cost. 


DEPRECIATION. 


In the case of the property composing the permanent equipment 
of the farm or “ farm plant,” as it is sometimes called, just as fac- 
tories are sometimes known as “manufacturing plants,” the factor 
of depreciation must be considered. Few accurate figures as to de- 
preciation of farm property are available. It is quite difficult accu- 
rately to gauge depreciation, since it depends on a number of factors 
which vary greatly in different sections of the country and even in 
the same section. A few suggestions will be made as to some of the 
principles affecting depreciation rates, but good judgment must be 
used, in every case, in applying them to definite conditions. 

For ordinary frame farm buildings it is generally considered that 
2 to 3 per cent per year will be a fair allowance. Brick, stone, tile, 
and concrete structures will not take so high a rate. Poorly built 
frame sheds and the like will require considerably higher allowances. 
It sometimes happens that the increase in farm-land values from year 
to year will more than offset the depreciation of buildings and other 
improvements. In other cases the growth of timber in a good farm 
woodlot will have a tendency to offset this loss. Of course, if farm 
cost accounts are being carried on, each of these increases would have © 
to be shown as a separate gain, and depreciation asa loss, but in farm 
bookkeeping, which considers the whole farm as a unit, the loss and 
gain may simply offset each other. On many farms buildings are kept 
insuch good repair that they depreciate very slowly, and the amount 
spent for maintenance each year may be considered as eliminating 
the necessity of allowing for depreciation, as the buildings, under 
these circumstances, will last almost indefinitely. Cases are not un- 
common where frame buildings are in excellent shape after more 
than 100 years’ use. This is also true in a measure of fences when 
built of the very best materials and properly maintained. 

In the case of tile drains, the rate of depreciation may vary from 
a rather high to a very low rate, according to the quality of the tile, 
the care used in laying it, and in keeping the outlets open and pro- 
tected from animals. 
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In valuing machinery and tools, market values do not consistently 
apply. It is well known that a machine depreciates in market value 
very rapidly the first year, or even the first month, used. That is, 
a mowing machine may cost $75, but if it is used a month it becomes 
a secondhand machine, and it may be difficult to realize $50 on it. 
The farmer buying new equipment may find the market value or 
sale price greatly reduced after one year’s use, while the second and 
third year the value may not be further reduced appreciably. In 
other words, a mower that has been in use three years may sell for 
almost as much as one that has been used but three months. As the 
machinery equipment is part of the farm “ plant,” or the property 
necessary to the carrying on of the farm business, it should be 
valued at its value to the farm, and this value is not determined by 
secondhand machinery prices. It therefore becomes necessary to 
use somewhat arbitrary means of valuation. By dividing the origi- 
nal cost by the probable useful years of life an annual depreciation 
factor is determined, and by reducing the value each year by the 
amount of this factor the inventory value will be gradually de- 
creased until at last it is entirely extinguished. By correcting this 
factor from time to time, this method will prove satisfactory in the 
general run of cases. 

The number of years of useful life will depend on many factors. 
Among these are extent of use, climate, kind of machine, soil type, 
topography, and the care taken of the machines. Some farmers who 
take good care of their machines make them last much longer than 
machines owned by those who do not take care of them. 

The rate of depreciation on farm machinery has been variously 
estimated at from 6 to 15 per cent. Where machinery is inventoried 
and valued in groups, or as a whole, the problem is simpler, but this 
method can not claim any great degree of accuracy. Mr. Grant G. 
Hitchings, a practical New York farmer who has given much atten- 
tion to bookkeeping, uses the following method: He deducts 10 per 
cent from the first inventory value and to the remainder adds the 
cost of all new items bought during the year. Thus he figures the 
second inventory value. For instance, if his machinery was worth 
$825 at the beginning of the year and during the year a new mower 
and hay rake were purchased for $115, he would figure his ma- 
chinery value for the inventory at the end of the year as follows: 


Inventory value at the beginning of the year_______-_________________ $825. 00 
Less 10 per cent 82. 50 


Remainder 742. 50 
Add cost of new machinery purchased 115. 00 


Inventory value at the end of the year 





16 Farmers’ Bulletin 511. 


This method can not be expected to give a precise inventory value 
for all years, but when used over a long period the values should 
be fairly accurate. If it is found by experience that the rate is ob- 
viously too high or too low, a new inventory may be taken any year 
and the total amount corrected. This method is a practical way 
of handling the valuation of machinery but is not to be recommended 
in all cases, especially if cost accounts are being conducted. 

The depreciation rates of the permanent live-stock herds should be 
based on careful appraisals made at inventory time each year. It is 
true that these appraisals will be based, in part at least, on estimated 
depreciation, which in turn will be based on original cost, estimated 
length of useful life, and sale value when useful or productive life is 
over. U. S. Department of Agriculture Bulletin 413 gives useful 
information on these points as to work horses and certain breeds ‘ 


of dairy cattle. 
APPRECIATION. 


Certain classes of farm property appreciate constantly up to a 
certain point. Such a piece of property is a good farm woodlot. 
The young stock of the permanent herds come also within this cate- 
gory, but the methods of valuation already explained cover these. 


When growing orchards and other semipermanent crops are oc- 
cupying part of the farm land, the increased value of the land car- 
rying these must be taken into consideration when valuing the farm, 
and as these crops grow and approach maturity, thereby increasing 
in value year by year, it is necessary to take into account these in- 
creasing values at inventory time each year. This should never be 
based on estimated returns, as working on such a basis would be 
what is known as “ overcapitalizing,” or, as it is commonly called in 
the financial world, “ watering stock.” People are prone to wax en- 
thusiastic over anticipation of profits from their ventures, and the re- 
sult is likely to be “inflated” or highly overestimated values. It is 
best to stick to conservatism, and to base these values on the actual 
first cost of the plants or trees, plus cost of planting, and to increase 
the value from year to year, in proporticn to the cost of maintenance 
until the period of paying crops is reached. They may be carried at 
a stationary value during the height of the cropping life, and then, 
as their fruitfulness begins to wane, the value may be gradually re- 
duced and finally extinguished when the land is again cleared and 
put to other uses. 


THE VALUATION OF FARM PRODUCTS AT COST OR MARKET VALUE; 
WHICHP 


The rules given in the foregoing discussion on valuations repre- 
sent, in a general way, the opinion of the American authorities on 
farm accounts. Some accounting authorities, however, notably 
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certain English farm accountants, claim that to base appraisals of 
farm products not yet sold on market value is wrong in principle, 
and that, as in commercial accounting, so in farm accounting, cost 
and not market value should be the governing principle in all valua- 
tions of such farm property. 

It is unnecessary to go into a lengthy discussion here as to the 
merits of these differing opinions, but inasmuch as they do exist it is 
well to explain them briefly. The first, holding for market value at 
the farm, is based on the fact that the farm produces staple articles, 
the market for which is practically always open and the demand 
therefore unlimited, and in consequence the profit is actually made 
when the articles are produced and not when sold. The second holds 
that no profit is made until the produce is sold, and, presumably, the 
money actually in hand. 

There is one feature that must be mentioned which supporters of 
the second idea have entirely overlooked. The farmer’s “ turnover” 
period (length of time necessary for realization on his operations) is 
at least an entire year, and at his discretion he may make it longer. 
Conditions of market may cause him to withhold his products from 
sale from the year in which they are produced to a subsequent year, and 
inventory valuations made at cost would result in showing an entirely 
erroneous state of affairs, in that the profits of the first year might 
be entirely eliminated and those of the second year doubled. To illus- 
trate this point, let it be supposed that a farmer prepares his farm 
land, plants and harvests a crop of corn, and, because of market con- 
ditions, holds this crop for some time and finally sells it along with 
the crop of the succeeding year. As the costs of this crop have all 
been included in the accounts of the year in which raised, it does not 
appear justifiable to credit all the profit thereon to the year in which 
sold. In fact, to the farmer who wants to know how one year’s 
operations compare with another, such a practice would undoubtedly 
seem absurd, as, in fact, it is. 

“Tt may very properly be asked, what is the chief object and incen- 
tive of the farmer in keeping records and accounts? Is it merely 
for the academic purpose of securing abstract facts, or is it to furnish 
him with facts that will enable him to discern the practical restlt of 
his operations, year by year, and be of value to him in bettering his 
affairs? ** Certainly there can be but one answer, as far as practical 
opinion is concerned. 

When the inventory is made at the end of the year, one of its im- 
portant uses is to enable its owner to know what that particular year, 
and not some future year, has produced in the way of profit. 

Valuations based on market value at the farm will give this in- 
formation; valuations based on cost will not. 


1James Wyllie, Lecturer, West of Scotland Agricultural College. 
156416°—20—Bull. 511 3 
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TIME TO TAKE AN INVENTORY. 


The best time to take an inventory varies in different parts of the 
country, depending upon region and business practice. In the North- 
ern and Eastern States perhaps the best date is March 1 or April 1; 
in the South an earlier date would probably fit conditions better. In 
the Central States March 1 is undoubtedly the best time, as all farm 
business transactions in that region date therefrom, while in the 
northeastern part of the country the farmers’ usual date of reckoning 
is April 1. This ordinarily corresponds with the date on which 
tenants change farms. On specialized farms special dates may be 
most convenient. Fruit farms, truck farms, and the like find Janu- 
ary 1a satisfactory date. On poultry farms September 1 or October 
1 is a good date, because the new poultry year usually starts at the 
time the hens are placed in winter quarters. Thus it will be seen that 
the most convenient time for taking an inventory varies with condi- 
tions. 

Upon the completion of the inventory the most important of the 
year’s records is finished, for, as already stated, the inventory is the 
basis on which is erected the future system of records. Without an 
inventory it is impossible for any business man to know definitely 
what he is gaining or losing, but having a good clear inventory of 


all his property he is prepared to keep such further records as will 
give him the information he desires at the end of the year. 


THE FARM INVENTORY AS A “ BALANCE SHEET.” 


The “balance sheet ” is the form of statement used in the business 
world to set forth the standing of a commercial firm. In the business 
world the uses of the balance sheet are very important, as a great 
deal depends upon its showing. One of its uses is as a basis of 
credit. When a dealer wishes to establish a line of credit with a 
bank or a wholesale house, it is the usual custom to forward for 
inspection his latest balance sheet, duly authenticated. 

Of recent years companies have been formed which examine the 
balance sheets of business firms and “rate” them—that is, fix their 
standing from a credit viewpoint. These “credit ratings,” as they 
are called, are then published annually in book form, and they con- 
stitute a most important source of information on business credits. 

This method of rating credits has proved a great convenience to 
business men, both those asking credit and those from whom credit 
is asked. Farmers have never had the benefit heretofore of this con- 
venience. Credit men have come to believe, with every reason, that 
few, if any, farmers can submit a statement or “balance sheet” that 
will satisfactorily serve as a basis for the granting of a line of credit. 
Accordingly, farmers have had to depend for needed credit on local 
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firms, no matter how inadequate their facilities or how unsatisfactory 
their terms and interest rates. This state of affairs was one of the 
factors that resulted in the establishment of farm-loan banks. 

Although it is not the purpose in this bulletin to go into all the de- 
tails, and sometimes complexities, involved in the preparation, 
auditing, and certification of commercial balance sheets, it is thought 
proper, in view of the foregoing facts, to set forth clearly how 
farmers who have made good inventories have all the essential 
data from which to construct a balance sheet should occasion de- 
mand it. A complete farm inventory contains all the elements of a 
balance sheet, except that the various capital elements (investment, 
surplus, reserves, undivided profits, etc.) of the balance sheet are 
embraced within the single item, heretofore termed “net worth” 
in the inventory, and that certain accrued and unexpired expense 
items of minor import may have been omitted. The arrangement is, 
however, considerably different. 

As an example of a balance sheet constructed from a farm in- 
ventory, Table II has been prepared from the 1919 values of the in- 
ventory given in Table I. As will be seen, the arrangement differs 
from that of the inventory and many of the details are omitted, but 
the salient factors are there and arranged in one of the accepted 
commercial balance-sheet forms. 

The assets are listed first, and are divided into current assets 
(or those readily available) in the order of their “liquidity” (or 
quickness of availability in case of necessity) and fixed assets in the 
order of their “ fixity.” It will be noticed that all the property that 
goes to make up the farm “ plant” or permanent equipment necessary 
to carry on the business in its customary channels is listed under the 
fixed assets. 

The liabilities are arranged according to the order in which they 
will have to be paid or “liquidated.” The difference between the 
total assets and total liabilities, heretofore designated “net worth,” 
represents the amount invested plus the net amount of profits (or 
minus the net losses) not yet withdrawn for personal use. 


TaBLe II.—Samople of a farm balance sheet prepared from a complete farm 
inventory. 


BALANCE SHEET, 


JOHN Dor, Doeville, Va., Aprit 1, 1919. 
ASSETS, 
Current assets: 
Cash on hand and in bank 
Accounts receivable 
Grain on hand (per inventory) 
Hay on hand (per inventory) 
Market live stock (per inventory) 
Farm supplies (deferred expense) 


Total current assets $1, 260. 54 
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Fixed assets (present values) : 
band. and hetidings 6 oo coe cn Re 
WER OCIMBONY “HRA TOOK sae eo ce eg ee 
RC IRR oe ea ee oe cei 
Productive live-stock herds____.___--___-__-.___-_-_-_.-_-_. 909.00 


Total fixed assets $12, 567. 25 
BOtaLT TARGETS ooo oo on Se ee en ace maa _-. 13, 827. 79 


LIABILITIES. 


Accounts payable 
Mortgage payable 


4, 000. 00 
PE ApRRiR ARO se OF a eR ee BS tae 4, 200. 
CAPITAL. 
Capital invested plus undivided profits.__..-___..__._..._.._..-__--...~~ 9, 627. 


Total liabilities and capital 13, 827. 


FINANCIAL ACCOUNTS. 


In starting to keep a record of cash received and paid out it is of 
the utmost importance to know definitely just what records are 
wanted. 


WHAT ACCOUNTS TO KEEP. 


An adequate schedule of the headings under which it is desired 
that the farm receipts and expenditures shall be segregated is an 
essential step to successful farm bookkeeping. A proper “ classifica- 
tion of accounts,” as this step is designated in commercial account- 
ing, is in line with the first essential requisite for bookkeeping, 
namely, “to know what accounts to keep.” 

Among accounting authorities there are several well-defined sys- 
tems of classifying accounts, but not all these need be taken up here. 
The classification presented in Table III as a suggestion for farm 
bookkeeping purposes is based on farm experience and is also in line 
with accounting authorities. 


TABLE III.—A suggested classification for accounts to be used in farm 
bookkeeping. 
ASSET ACCOUNTS. PROPRIETORSHIP ACCOUNTS. 


Cash in bank. Invested : 
Petty cash (pocket change, etc.). Capital invested. 
Accounts receivable. Proprietor’s personal. 
Notes receivable. Proprietor’s household. 
Purchases : 
LIABILITY ACCOUNTS. Live stock purchased. 
Accounts payable. Machinery and tools purchased. 
Notes payable. Building materials for permanent 


Mortgages payable. improvements, 
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PROPRIETORSHIP ACCOUNTS—Continued. PROPRIETORSHIP ACCOUNTS—Continued. 


Modern improvements purchased. Expense—Continued. 

Income: Live stock expense. 
Crop sales, : Crop supplies. 
Crop product sales. Maintenance of machinery and 
Live stock sales, tools. 
Live stock product sales. Maintenance of buildings and 
Miscellaneous sales. other land improvements. 
Incidental income. Insurance and taxes. 

Expense : Interest. 
Labor. Incidentals. 
Purchased feed. Depreciation. 


This classification is very elastic and may be expanded or con- 
tracted at will, when conditions seem to demand it, by subdividing 
or combining the account headings presented. For instance, if ex- 
pansion seems desirable, crop sales account may be subdivided so as 
to include a separate account for each crop sold, live stock expense 
account may be subdivided into veterinary expense, shipping expense, 
etc., and so on through the entire list. 

If, on the other hand, fewer accounts are thought to be sufficient, 
the classification may be contracted by combining all the sales into 
one account. 

This process of condensation carried out fully might finally result 
in a classification somewhat as follows: 

Asset accounts: 
Cash. 
Accounts and notes receivable. 
Inventories. 
Liability accounts: 
Accounts, notes, and mortgages payable. 
Proprietorship accounts: 
Investment and withdrawal. 
Purchases (live stock, improvements, equipment). 
Income (sales and incidentals). 


Expense. 
MIXED ACCOUNTS. 


It is very necessary in accounting that “mixed” accounts shall 
be avoided, since they require analysis to interpret properly their 
meaning. By “mixed accounts” are meant those which carry items 
of asset or liability values along with those of income or expense. 
An example of a mixed account is given in Table IV. Here the 
account with “dairy” includes asset values (value of the dairy 
herd), income values (sales of dairy products), and expense values 
(cost of feed, etc.). Before the desired facts about the dairy enter- 
prise can be ascertained, such an acount must be “analyzed” or 
separated into property values, income, and expense. If there had 
been three accounts headed “ Dairy herd,” “ Dairy income,” and 
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“ Dairy expense,” these three accounts would have set forth in their 
totals the distinct facts desired relative to this enterprise, without 
any study or analysis being necessary. 


TABLE IV.—Sample of a “mixed” account or account carrying more than one 
class of financial data. This account carries three distinct classes, namely, 


asset (a), income (i), and expense (e). 


CHARGES, DAIRY ACCOUNT. CREDITS, 





Date. | Item. Amount. | Date. i; Amount. 





eee Se ee : 


1918 | 
Jan. 1] Inventory of herd (a).......| $2,250} 00 | Jan. 3 Check for milk (i) 
10 | Feed, 1,000 Ibs, (e) 28 | 00 | 14 | Sold 2 veals (i) 
16 | Disinfectant, 4 gal. (e) | 75 | 16 | Sold feed bags (e)........... 


20 | Bought 2 cows (a) 
28 | Bought bull calf(a) 


Totalfor January... .. 


Feb. 1 | Balance brought down 








The totals for January, and the balance brought down on February 
1, mean absolutely nothing as presented in this table. If the proper 
accounts had been kept the books would show directly and without the 
slightest analysis that the investment in the dairy herd stood at 
$2,556, the dairy receipts for January were $121.70, and the expenses 


$27.75 ($28.75, less $1 for feed bags sold). It is just as easy to 
“post ” items to a detailed account as to an account where everything 
is lumped together, and each account carrying a definite set of facts 
tells its story at a glance. 

It is therefore an important provision to avoid mixed accounts 
wherever possible. The classification of farm accounts exhibited in 
Table ITI contains no mixed accounts. Separate accounts with each 
crop or group of live stock may be carried, but these vary so much 
on different farms that no attempt has been made to indicate them. 
A system founded on the accounts shown here will permit the draw- 
ing off of a statement of balances (technically termed a “ trial bal- 
ance”) at any time, which together with the inventory will present 
all the necessary facts without further analysis. Every man must 
suit himself in the accounts he intends to keep. If it is not thought 
advisable to start so many accounts, mixed accounts may be carried, 
but it is better that they be avoided. 


THREE DISTINCT CLASSES OF FARM RECEIPTS AND EXPENDITURES. 


It may be well, at this point, to explain clearly the three distinct 
ways income may come and expenses accrue in the farm business. 
This may be made clear by a study of the following diagram: 
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Diagram of farm receipts and farm expenditures. 


FARM RECEIPTS. 


Crop sales, 
Live-stock sales. 
| Sales ofstock products. 

Farm equipment sold. 

Farm supplies sold. 

Receipts for labor. 

Receipts for machine 
hire. 

W oodlot productssold. 

Breeding fees received. 

Sales of junk, etc. 

Any and all other cash 
receipts from sale or 
rent offarm property 
orin return for wor 
by farm labor. 


{ 
} 


| Increased value of farm 
property as shown by 
inventories. 


Value of supplies (food 
and fuel) furnished 
by the farm to the 
farmer. 

Renting value of dwell- 
ing (including its 
water system, etc.) 
occupied by the far- 


Direct 
cash 
receipts. 


Indirect 
receipt by 
inventory. 


Indirect re- 
ceipts by 
values furn- 
ished by the 
farm to the 
personal use 
of the far- 
mer and his 
family. 


Direct 
cash 


expenditures. | 





Indirect 
expenditure 
by inventory. 


Indirect expen- | 
ditures by 
values furn- 
ished by the 
farmer and 
his familyto 
the farm busi- 
ness, 


FARM EXPENDITURES. 


Wages paid labor. 
Board paid out forlabor. 
Live stock purchased. 
Feed and other stock 
supplies purchased. 
Seed, fertilizer, and 
other ~— supplies 
* purchased. 
Farm equipment 
bought. 


| 
| 


Building materials 


bought. 


Repairs offarm property,| 


Fuel and oil for farm 
use, ‘ 
Insurance and taxes on 

farm property. 


Veterinary, medicine, | 
horseshoeing, breed- | 


ing fees, and similar 
expense, 
Any and all other 


money paid out for 


farm purposes. 


Decreased value offarm 
roperty as shown by 
nventories, 


Value of the unpaid 
family labor devoted 
to farm work. 

Value of unpaid board 


| 


furnished by thefarm | 


family to paid farm 
laborers. 


| 
mer and hisfamily. |_ . ; Se ee | 


Here the farm is considered as the unit of the accounts, and the 
three distinct classes of receipts and expenditures, with the various 
items they embrace, are indicated. The three sources of receipts may 
be termed “ cash,” “ property,” and “ personal benefit,” while the ex- 
penditures may be classed as “cash,” “ property,” and “ personally 
furnished.” The cash classes will be completed by considering as 
farm receipts all money received from sales of farm products, or rent 
of farm property, or for labor for others, and the money spent for 
everything bought for farm purposes as a farm expenditure.. 

The property items are covered by the increase (a receipt) or de- 
crease (an expenditure) in the inventory at end of a year as compared 
with that at the beginning. A man may make improvements on his 
place, such as building a barn or putting in a system of tile drainage, 
and thereby greatly increase the value of his farm. As the cost of 
these improvements may be made up of farm labor and materials in- 
cluded in the farm expenditures, this increase represents a receipt just 
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the same as crops or live stock sold. It is, however, received indi- 
rectly. The only way this receipt will come into the farm accounts 
is through the inventory. Likewise, a man may have sold during the 
year a considerable amount of produce he had on hand at the begin- 
ning of the year and most of the salable produce of the current year. 
As these sales are all included in the receipts of the current year, it is 
necessary that the decreased value of the inventory resulting from the 
greatly diminished value of salable produce on hand be taken into 
consideration as an expenditure. This, likewise, can enter the rec- 
ords only through the inventory. 

Sometimes an expense item, such as “ one horse died, value $100,” 
is found in the expense record on a farm. ‘This item has been added 
in with the other cash expenditures when in reality it is not a financial 
expenditure at all. True, it is a loss, but this loss will properly be 
shown in the decreased value of the horses in the second inventory. 

The third class, which has been termed “ personal benefit ” receipts 
and “personally furnished ” expenditures, is more difficult to de- 
termine accurately than the first two, but the proper kind of records 
will determine the approximate value of these. 


RECORD OF BENEFITS FURNISHED BY THE FARM TO THE FAMILY.’ 


The benefits furnished to the family by the farm include food, fuel, 
and the renting value of the dwelling occupied by the farm family. 
The latter item requires no record, but may be estimated according to 
the value, size, conveniences, or other particulars of each dwelling. As 
the fuel furnished is usually supplied in quantity but once or twice 
a year, a record of this value should cause little trouble. 

The food supplies furnished consist of a multiplicity of items, in- 
cluding milk, butter, eggs, poultry, beef, lamb, pork, veal, fruit, 
vegetables (both green and dried), and honey. To record the value 
of all these as furnished may seem a somewhat hopeless task, but the 
work may be made much simpler than is supposed (see Farmers’ 
Bulletin 964). It is not necessary for farm accounting purposes to 
keep a fully detailed list of these supplies, though it is often of value 
and interest to do so. This record should preferably be kept by the 
housekeeper, who should be provided with a good-sized book for this 
purpose, as the pages of small books are soon filled and require much 
carrying forward of subtotals. To quote from Farmers’ Bulletin 964: 

It may seem difficult to make record of each bunch of beets, each head of 
lettuce, each quart of berries, and each quart of milk as taken from the garden 
or saved from the day’s supply of milk. The task is not so arduous as it may 
seem, however. During the summer, when the farmer’s wife is busy, she may 


1 Farmers’ Bulletins 635, “‘ What the Farm Contributes Directly to the Family Living,” 
and 964, ‘“‘ Farm Household Accounts,” will furnish valuable information on this subject. 
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not have time to do this every day, or, she may forget. This need not seriously 
affect the value of the record, since the average housekeeper can estimate very 
closely the quantity of the various kinds of vegetables, the number of eggs, 
the quarts of milk, etc., used during the week. Thus she can find time once a 
week or oftener and bring her record up to date. At the end of the year her 
record probably would be sufficiently accurate for all practical purposes. It 
may be well to lay stress on the more important items. 


RECORD OF PERSONALLY FURNISHED FARM EXPENDITURES. 


This class of farm expenditures includes the value of the farmer’s 
time given to farm work, the value of the unpaid farm labor per- 
formed by the members of the farmer’s family, and the value of board 
furnished to paid farm laborers by the farm household. The first 
of these can be estimated at the end of the year, and should be based 
primarily on the estimated wages necessary to secure a man who 
could adequately fill the farmer’s place as worker and manager. This 
value should never be based on what the farmer is able to make out 
of his business in wages, interest, and net profit, as this would be 
another instance of “ overcapitalizing ” and would not be based on 
actual cost to replace his services. 

The value of the unpaid farm labor of the family should be based 
on the same value, namely, what it would have cost to hire the work- 
ers to do the labor that they performed. A record of this may be 
set down once a week, or oftener if there is a great deal of it. 

The value of the board furnished can best be stated by the month 
for month hands and by the week for day laborers. It should be 
based on what farmers who board their hands out with others pay, 
or the amount that must be added to wages if board is not furnished. 

In the foregoing discussion the farm has been considered as a unit 
and, in no case, has the relation existing between the different enter- 
prises on the farm been considered. Consequently the records that 
have just been explained will not show the profit or loss on each crop 
or class of stock, since they pertain to the farm as a whole and not 
to any individual department. 


“ BALANCING” THE CASH. 


In order to make the cash account “ balance,” that is, to agree with 
the amount of cash on hand or in ban}, record must be made of all 
items, and the periodical “balancing” of the cash account is a val- 
uable check against omissions and erroneous entries. Inasmuch as 
the household items are usually bought along with those of the farm, 
they must in such cases necessarily be included in the records, but if 
means can be taken to keep them entirely separate from the farm ac- 
counts it will result in a saving of time and work in the keeping of 
the latter. By examination of the account books of eight farms it 
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was found that of all the cash transactions recorded, the items per- 
taining strictly to the farm formed 54.6 per cent, the personal items 
22.1 per cent, and the household items 23.3 per cent. The average 
number per year of cash items entered on the books was 577, and of 
this number but 315 were farm items. Detailed household accounts 
are of great interest and distinct value, and it is not intended here 
to offer any discouragement to the keeping of them. The point is 
that they should, where conditions permit, be kept entirely separate 
from the farm records, or as nearly so as possible. 

The only reason for keeping the household and personal items 
along with those of the farm is to permit the balancing of the cash 
account. They add work to farm bookkeeping and are not a part of the 
real farm records. If they can not be kept separate, it would seem 
best not to keep the household and personal items in detail, but to 
combine all these entries for each day into one item and, if desired, 
let the housekeeper keep the detailed record of them. All the items 
pertaining in any way to the farm business should be itemized care- 
fully. An illustration of desirable and undesirable detail is given 
in the two examples following: 


Illustration of combining items in entry of household and personal items; also 
of complete detail in entry of items pertaining to the farm. 


COMPLETE AND DESIRABLE, 


i919 | 


Sept. | 29 | Coal for thrashing, three-fourths ton, at $6 
eT ne hake cad dn cdg bacuaaceb ape Uewcakesanddbowktnach sun siowucpasate 
30 Sold 2 tons hay of this year’s crop, at $20 
Personal expense 





Illustration of undesirable detail in entry of household and personal items; also of 
incomplete detail in entry of items pertaining to the farm. 


INCOMPLETE AND UNDESIRABLE. 


Item. |Received., Paid. 
1 | 
| 


2} pounds beef 


3 pounds rice, at § cents. ..................-.- shave bose gbevanes tales ayipacmeeces a 
Hay $40.00 





An excellent way to keep the farm records entirely separate is to 
allow the housekeeper whatever sum may be necessary to cover the 
household expenses for a week or a month and enter this in the farm 
records as one item at the time it is paid. 
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PURCHASES AND SALES ON CREDIT. 


Articles bought or sold on credit should not be entered in the cash 
accounts until the money is collected or paid, for if this is done there 
may sometimes slip in a duplicate entry of a single item. Of course, 
a memorandum should be made at the time of sale or purchase so 
that such items may not be overlooked. Such a memorandum will 
further be useful at the end of the year, as the list of accounts for 
the inventory can be made up from it. After the total cash receipts 
and expenditures have been found for the year, the amounts received 
or paid during the year on accounts owing or owed at the beginning 
of the year should be deducted, as these receipts and expenditures 
pertain to the previous year. Correspondingly, at the end of the 
year any accounts owed or owing should be added to the cash items 
in order that all the items actually pertaining to the current year 
may be included in its accounts (see Table X). 


FORMS FOR KEEPING FINANCIAL RECORDS. 


There are a number of methods for keeping farm financial records. 
A form well adapted for handling the cash records is known as a 
day-book form, and books with this ruling can be bought almost any- 
where. It consists of a page ruled with double money columns, the 
left-hand one to be used for items and the right-hand one for totals. 
While this form is very simple and can be procured anywhere, there 
are various other forms, many of which are useful, and in many 
cases better than the one described. These will be described further 
along. While farm bookkeeping is not a question of forms, but rather ° 
of what accounts to keep and how to keep them, convenient forms 
are timesavers in the long run. However, the most carefully de- 
vised bookkeeping blanks will not show good farm records unless the 
person using them has a clear idea of the principles and of the pur- 
pose in view. 

There are two methods of making the entries in the form described. 
The first, a method commonly used by many farmers, is to enter 
“receipts” on one page and “expenditures” on the opposite one. 
Table V illustrates how the record appears when kept in this manner. 
This is a simple, easy way to keep the records and, as such, it will 
prove satisfactory. If followed through to the end of the year it will 
give a complete-record of all the cash transactions, but if one wishes 
to know the aggregate income from the sale of eggs or of milk it will 
be necessary to go through the year’s records and pick out all the items 
of sales of these products and add them separately. In other words, 
the foregoing method gives the total receipts and expenditures, but 
does not classify them. 
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TABLE V.—One method of keeping cash receipts and expenditures. 


1918, Recerprs (left-hand page). 


bo 


Apr. 


20 bushels potatoes, at 90c 
19 OCCU CMON RG AIO eS oo inno 5 case cidccavadsaex 
D COMA VRE oo) 6 soa dns <0 oo itso 5,010 wie bene < dee 
POW SHO sco wc oS oo sis w vca oe aneas asensemet 
SOmeren epee sOt ANC oo oc. Sasn okcx bwsede coe se 
| 3 bushels seed potatoes, at $1.50 


“I-23 ~~ =-7 to 


$163. 38 


EXPENDITURES (right-hand page). 


| 1 ton cottonseed meal for dairy 
| Strap for work harneed...)... 5 oc. s sleds Sen oa eie's 
| Personal 

Household 

RINNE sg Oro k aid io hoa cee eea sandeddawe 


“I bo bo bo to 


“I 


DUANE IR I aoa ahs asaiaye ninth s'arns ase baie mje oie ininls. « Hise 
Household 
| AERSESMANUN MINOW So coils otis xe as 4 eSewinin SS Re Se 


Nw 


In order to ascertain what each farm department returns and each 


kind of expense amounts to for the year it becomes necessary to 
classify all the items under their respective headings. This is usu- 
ally done in another book, known as a “ledger” in which one page 
is devoted to each heading under which it is desired to classify items, 

- and the operation of classifying or transferring the items to their 
respective heads is known as “ posting.” At the end of the year the 
totals of each heading in the ledger can be taken off and a statement 
prepared. Table VI illustrates a classified statement of the receipts 
and expenditures as taken from a farm ledger. 


TaBLE VI.—IJllustrating a fully detailed summary statement of cash receipts 
and expenditures on a farm for a year. 


April 1, 1918, to March 31, 1919. 


Receipts (CAsH). 
Farm receipts: : 
Accounts receivable (owing April 1, 1918) : 
George Jones paid for corn 
Notes receivable (owing April 1, 1918): 
Benet y nite “Rae Dis BOC oon eee enna oe 
Machinery and tools sold 


IN SANDRA a re ee 
Horse collars (3) 

Junk machinery 

Crocks, 1-gal. (46) 
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Farm receipts—Continued. 
Buildings supplies sold 
Shingles (5 bundles) 
Nails (60 pounds) 
Blind hanger 


Work stock sold, 1 horse 
Permanent live stock sold, 1 sow 
Sreb eal teas ie ks 
Hay (24 tons) : 
Wheat (159 bushels) 333. 73 
Clover seed 
Seed corn 
PINS i sa Se ail a pad Deane 14. 60 


Crop product sales (apple butter) 
Live stock sales. 


Edvo-atock product: slet= =. oo a eee 
Beef (1) (825 pounds; 17.3 cents average) 142. 89 
Hide, tallow, and pluck 15.17 
Butter (90 pounds; 443 cents average) 40. 01 
Hog skins (2) 2. 00 


Eggs (423} dozen; 46 cents average) _-_-----__-_-_ 194, 22 


Miscellaneous sales, (muskrat skins) 
Incidental income 

For use of horse 

For outside labor 

For rent of tedder 


Total farm receipts (in cash) 
Personal receipts: 
Interest on Tiberty bondi... 03... casks 
EIR Ge rao oes eae 


‘Petal personal receipts. 22 se le cca te ese seas eee 
Total receipts (cash) 


EXPENDITURES 
Farm expenditures: 
Real estate improvement supplies___._..._-_--------------~--- 
Drain tile, including freight $272. 87 
Use of State ditcher 138. 80 
Momeinge- and: waleg aS oe eee ee 18. 15 


New~ mochinery’ and t0dihsw..<s5 60 shan cee a gaa 
One-horse wagon 
Hog trough, metal 
Shovel 


Permanent. live-stack: purchases. ...4..45-<-4sS205 oa ee 
Heifer, two-year-old 
Bull calf for raising 
s0eG BOWE (2h isa an 5S ee eos oe ee 


56. 00 
1, 236. 33 


77. 50 
212. 33 


2, 235. 40 


14. 00 


2, 249. 40 


$429. 82 
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Farm expenditures—Continued. 
Market, live-etoek purchases... -- be ee $104. 00 

Steer, two-year-old________________ Gita. che ea Og $90. 00 

MRM PEN ek ne ce eA OS go at 










TNE are Ne ae ee A pe elk a er ge See ee 230. 82 








PRC ee 8 Seay Ee ee 87. 08 
Corn, ear (74 bushels, at 73 cents average) ------__ 54. 10 
Oil meal (235 pounds, at $3.54 average)_-________- 8. 32 
Tankawe (100 pounds, at’ $6)... 22-2222 a. 6. 00 
Bran (400 pounds; at $8.00) 14. 00 
Ry a ee ee a ee 






PAVE BOOP (EXOD EE on se Sit 2 tines aoa a 








BUEN NIN ae et Sesetep es ee ee 8. 00 
Prery -eaet: ae Ar Pern oo S88 ts ee 4. 95 
Poultry grit, shell, and charcoal____________.______ 2.75 
BRN GNA) ORR sae eer ni eee ae 2. 42 
WRERORS TON se ee ao Coen she etenes 1. 00 










SPO Set URe eoe ha ae a oan naka a Gwe a ae 








Acid phosphate (2 tons 16 per cent)_.______________ 54.00 
a a Gee aoe re ree het RARE eet eR ide OCs sew ee 
PMs COATT AG Meson oe eS 80. 00 
Twine: (50: peunds, at; 25: cents) —..-_...-......=-~ 12. 50 







PereeeGEERE ED EIRENE t= ee er Ee 20. 40 


Maintenance of machinery and tools___________-______________ 
NTS rg ia ee a ted ee ee kN 8.14 
ISI ROI ce ee a a eh eee ea 10.15 

eR (ON ad ee 








Maintenance of buildings and other land improvements___--____ 
PANNE oo en no ot ee eae 21, 20 
PIS GG NEPUWASC 22S ha et 








Carpenter and. mason... se 




















TANTRIC APNEA ne di ea meee 104. 23 
Interest (on mortgage $200, other $5.60) _-----------------_--- 205. 60 
PORTER i on ep eee ee ee 20. 47 









‘Total farm expenditures (in cash) —.-- ~~ 2+ Se EL 







Personal and household expenditures_._......_.._..___---__.----_ - 606. 85 
otal exncnditures> (OAM) <5 2, 310. 26 






The second method of making the entries in the record book is to 
carry the original entry direct to its account in the ledger without 
first entering it in the “daybook.” By this method all items per- 
taining to the sale of milk and other dairy products will be entered 
in an account headed “ Dairy sales,” all items for the sale of eggs 
and chickens will come under the “ Poultry” accounts, etc. This is 
known as a “ direct entry” method or “classified daybook” system 
and is illustrated in Table VII. The main objection to this method 
is that it is practically impossible to keep the cash balance in agree- 
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ment with the record book, and “mixed” accounts are almost cer- 
tain to result, as the table shows. 

Some students of farm bookkeeping recommend carrying the in- 
ventory amounts into the ledger accounts, but it is much simpler 
and better not to do so. No object is to be gained by so doing, as the 
record is more handy to use in its original form than it would be 
spread through the ledger pages. Furthermore, in no class of 
entries are mistakes more likely to be made than in handling these 
amounts through the ledger accounts. It must always be remem- 
bered, however, that any information or interpretation desired from 
the accounts must always take into consideration both the accounts 
in the ledger and the inventories. 


TaBLeE VII.—Cash items entered direct to their respective accounts. 


Datry. 
RECEIVED (right-hand page). 


2 cows to C. Brown 
1 yearling to Smith 
Milk and cream 





PaIp (left-hand page). 





1 ton cottonseed meal 
2 milk pails 

1 cow from A. Johnson 
One-half ton bran 








A third method for recording the financial items is similar in prin- 
ciple to the two already described, but is different in application. It 
consists of entering the items as in the first method described, with 
the difference that the pages are ruled in a number of columns and 
each item is entered in the column headed by the account name to 
which it pertains. As all the items are entered in proper sequence, it 
is possible to check them with the cash balance, even though they are 
classified under their respective headings. This kind of a record is 
known as a “special column” cashbook and the main objection to it 
is that unless a book of very wide pages is used it does not admit of 
many accounts. However, on most farms, only a few accounts are 
needed. Table VIII illustrates accounts kept by this means. 

TABLE VIII.—Form illustrating special-column cashbook; items entered direct 
to separate accounts. 
RECEIPTS. 








Item. Dairy. | Poultry.| Crops. | General, 


2 | 2 calves to Jones 
3 | 2 tons of hay to Brown 
4 | 10 dozen eggs, at 40 cents 


Apr. 















































CO 
os a TR eg em os 
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TaBle VIII.—Form illustrating special-column cashbook, etc.—Continued. 


EXPENDITURES. 


DIOR WBE DIRS 0:0 a cg ans’ ce oe eclen AO OOM as sexe Pastawiom ma pateis cians 
iy bnaheis need oats, Bt Pl... 2-2] 5. feel BIO 00 to scckt. 
2 bags chicken wheat. .........-..-. alae nee PAO Passe enon gia hee crass 


“Ibo bo 





A fourth system is known as the “ bank book ” or “ check” method. 
To practice this method it is necessary that all the farm funds be 
passed through the bank account. When funds are deposited in the 
bank a duplicate deposit slip is made out, on the back of which is 
recorded the articles for which the cash was received. Likewise when 
checks are drawn the articles for which the money is expended are 
noted on the check-book stub, or special checks may be used bearing 
on their face a notation of the object for which drawn. This is a 
very simple scheme and has much to recommend it. 

The duplicate deposit slips and check stubs, carefully preserved, 
form a complete financial record, and the records automatically agree 
with the cash balance. There is one inconvenience encountered in this 
method. There are many expenditures of a few cents here and there, 
and it is impracticable to draw a check for each of these petty 
amounts. There are several means of overcoming this difficulty. One 
is to open an account at the store for these petty items and draw a 
check periodically to pay for them. The items can then be classified 
on the check stub. Another means is to adopt what is known as the 
“ petty cash ” method. A small sum of money is set aside to pay these 
minor items and charged to a petty cash account. From this the little 
expenses are paid, and when the sum is depleted a check is drawn to 
cover the total of items paid out of it, classifying the items on its 
stub, and the check is then cashed and the money put back in the 
petty cash fund. 

A fifth method is known as “the farm diary method ” and consists 
of using a book supplying a separate page for the records of each 
day throughout the year. This method is thoroughly explained in 
Farmer’s Bulletin 782 and will only be mentioned here. The 
main objection to it is that the records must be “ posted” as de- 
scribed in the discussion of the first method given, but it has the 
considerable advantage of providing a definite system for the record- 
ing of all the miscellaneous happenings which are of interest and 
value. 

No matter which method is decided on for keeping the cash records, 
the object is the same in every case, namely, to secure a complete 
detailed list of all the sources of revenue and all the things for which 
money is spent, with the amount under each head. Table VI has 
already illustrated such a detailed list and Table IX is presented to 
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illustrate how, if so much detail is not desired, the data may be sum- 
marized under more general headings. The fully detailed summary 
is, however, to be recommended. 


TABLE IX.—Illustrating a summary of cash receipts and expenditures on a farm 
for a year under general nondetailed headings. 


April 1, 1918, to March 31, 1919. 


Receipts (CAsH). 
Farm receipts: 
Accounts and notes receivable 
Crop sales 
Crop-product sales 
NINN > MICO ors ee 
RVG BIGCR-DrOUUCt BAIOG son eee 394. 29 
Miscellaneous sales and other farm income 81. 95 


BOsGl farm Treceits... Chee 5 Nee eae 2, 235. 40 
Personal receipts...._.__-_=-....- SS ce aes ihe i ee Se ne 14. 00 


Total receipts (cash) 2, 249. 40 


EXPENDITURES (CASH). 
Farm expenditures: 
Ve-GiOek DRPONREO 22 oo te ek oe $269. 00 
Real-estate improvement and muintenance 55 
Machinery purchases and maintenance . 26 
Live-stock expense . 20 
5. 28 
. 82 
. 30 


1, 703. 41 


Total farm exnenditures._- 2 ee eG 
606. 85 


Household and personal expenditures_____.._._______-_-_---__------- 


Total expenditures (cash) 2, 310. 26 


CLOSING THE BOOKS. 


“ Closing the books,” in the ordinary acceptance of the term, is the 
process of entering the balance of each ledger account on the lesser 
side of the account, bringing down equal totals on each side, and rul- 
ing the account off. The balances are then carried to a “ profit and 
loss” account, if the ledger account ruled off is income or expense 
account, or brought down below the ruling as a new balance, if the 
account ruled off is an asset or liability account. 

This process is usually stressed as very important by some students 
of farm bookkeeping. Often the inventory amounts are brought on 
the books just prior to starting to “close ” them, and the farmer book- 
keeper following this method soon finds himself floundering in a 
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maze of cross entries, balance transfers, and rulings bewildering 
even to many men more trained in the handling of figures than he. 
No such process is necessary or advisable in simple farm bookkeep- 
ing. If the methods outlined in this bulletin are adhered to they will 
give all the information the most approved, detailed, and technically 
correct “closing ” of the books will give, will present the information 
in just as interpretable form, and will be accomplished with con- 
siderably less work, worry, and confusion of detail. It is recommended, 
however, that the various ledger accounts be marked or checked off 
as their respective balances are transferred to the summary of re- 
ceipts and expenditures (Tables VI and.IX) in order that they 
may not inadvertently be included in the totals for the coming year. 

















DETERMINING NET FARM INCOME AND NET FARM 
PROFIT. 











Having ascertained the total farm receipts and the total farm ex- 
penditures and the value of the interrelated items, the next thing is 
to determine the net farm income. The term “farm income” or 
preferably “net farm income” (as the receipts themselves are 
sometimes termed farm income) is used to denote the balance left 
after the total of farm expenditures is deducted from the total of 
farm receipts. Out of this balance, or the net farm income, must 
come a fair return for the farmer’s labor and for the use of his 
capital, before any of it may be termed net profit. (See Table X.) 








TABLE X.—Illustration of method of determining net farm income and net farm 

profit from inventories and cash accounts, making due allowances for cash 
items not pertaining to the particular year and for all noncash, interrelated 
items between the farm and the family. 







INVENTORIES (PHySICAL OR TANGIBLE ONLY). 








Value. 


Oeeeese d... 
























eine Wray as taisymin. Seoceys eben nates Bs 00 
PARMMIMOE os caaic Donte. <a ieee an tigiee as 1,185.00 | 1,613.00 |$428.00 |........ 
Machinery and tools: . ../52 =< ssa ee scise see 1,683.50 | 1,408.25 |........ $135. 25 
PRD snoop passe selon spas os | 648.00 795. 60 | 147.60 |....--.- 
Purchased feeds and supplies............. 7.58 | Braet AOC Bi tee secs 
DOMME Sav cs soc paea reece ake cke 13, 074. 08 | 13, 564.30 | 625.47 | $135. 25 
Subtracting the lesser..............|--.-..----- 18, 074.08 | 135.25 |......-- 





Balance, net increase (a farm receipt).....|...-.------ pe oy ain 
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FarM REcEIPtTs. 
Financial receipts: 
Cash receipts $2, 235. 40 
Add value of current year sales not yet 
received in cash (see financial inventory ) 68. 00 


2, 303. 40 
Subtract payment of last year’s bills in- 
cluded in cash receipts (Table VI) 


Net financial receipts applicable to this year_________ $2,161. 
Property receipts: 

Net increase in inventory (a property receipt) 490. 
Personal benefit receipts: 

Value of food supplies furnished family_.__™ $439. 74 

Value of fuel furnished family 58. 

Renting value of farm dwelling 


Total personal benefit receipts 


Total farm receipts $3, 329. 36 
FARM EXPENDITURES. 
Financial expenditures : 
CONG: -  CRIIORIITIR OR oe $1, 703. 41 
Add amount of current year purchases not 
yet paid for in cash 


Total financial expenditures 1, 903. 41 
Property expenditures: (None; there was a net 
inventory increase; not a decrease. ) 
Personally furnished expenditures : 
Value of family labor on farm work 
Value of board furnished laborers_______~_ 


Total personally furnished expenditures__.________ 


Total farm expenditures 2, 073. 41 


Net farm income 1, 255.95 
Income earned by capital and labor: 
Interest at 5 per cent on total value of physical in- 
ventory, April 1, 1918 
Deduct interest paid on mortgage (see page 36) 


Value of farmer’s labor (estimated) 


Total deduction for use of capital and labor 1, 053. 70 


Net farm profit 202. 25 

The first step is to determine the net inventory increase or decrease, 
which is then carried below as a property receipt or a property ex- 
penditure, accordingly as it is found to be an increase or a decrease. 
It will be noticed that in arriving at the inventory increase Table 
X does not include the accounts receivable, accounts payable, or cash 
on hand. This is because the money which is owed the farm has been 
added to the cash receipts, that which is owed by the farm to the 
cash expenditures, and the difference in cash on hand is reflected in 
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the difference between cash receipts and expenditures. Thus, while 
the complete inventory is properly used when there is no other rec- 
ord, as explained under Type I on page 8, only the physical inven- 
tory is used- when figuring farm income and profit. The accounts 
payable and: receivable are added to the receipts and expenditures 
because they really are such, and actually pertain to the year for 
which the statement is prepared. These points must be thoroughly 
grasped, and they are worthy of study. 

The financial receipts and expenditures applicable to the year 
are determined by adjusting the cash receipts and expenditures by 
taking owt all items included therein that do not rightfully pertain 
to this year, and by adding in all items‘of the year’s business not yet 
settled for. 

One item of this adjustment will require some explanation, namely, 
the deducting of the $200 interest paid on the mortgage. This is 
done to prevent duplication, for if interest on the entire value of the 
physical property is deducted in ascertaining the net farm profit and, 
in addition, the interest actually paid on the mortgage, covering a 
part of the same property, a double interest charge is made on the 
part covered by the mortgage. The interest paid on the mortgage 
has already been included as a deduction from income, as it is in- 
cluded in the total farm expenditures. 

The duplication is avoided, as shown in Table X, by deducting the 
amount of interest actually paid from the interest as calculated on 
the value of the physical assets. This process closely follows the 
facts, as the capital, in this case, on which interest charges should be 
figured is not the total value of the property, but the remainder, or 
“ equity ” as it is sometimes called, after the amount of the mortgage 
is deducted. 

Table X is worthy of careful study by all farmers interested in 
accounts. Some men have the idea that their success is measured 
only by the increase in cash, cattle, crops, etc., on hand at the close of 
the year, others take into account the complete inventories, but very 
few consider the value of the items representing the interrelation be- 
tween family and farm. Taking the data given in Table X, which are 
from actual farm records, the benefits received counteract in value the 
values furnished by the family and leave a balance of $507.74, which 
is as truly farm income as that received from the sale of produce 
to outsiders. If these items are not taken into consideration, the facts 
will not be presented in their true light, and consequently the ac- 
counts are not entirely successful and may be grossly misleading. The 
first, last, and only object of records should be to present the facts, 
all the facts, and nothing but the facts as closely as possible. 

When the farmer determines the facts of his year’s operations in 
the manner exemplified in Table X, he has data that will permit a 





ow 


] 
i 
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comparison of his lot in life with that of the city dweller working 
for a salary and with that of the city business man. His data, 
summarized in this way, will allow him to study his own business 
from the correct viewpoint. 


INTERPRETATION AND USE OF FARM ACCOUNTS. 


In the foregoing pages are outlined the reasons for farm book- 
keeping, and methods and forms are suggested for bookkeeping on 
ordinary farms. The question arises, “ How can the information 
gained by these records be applied to the various phases of the farm 
business?” Time and energy spent in keeping accounts are absolutely 
wasted unless an intelligent use is made of them. Moreover, one 
must not suppose that many records are needed before any informa- 
tion of value can be gleaned from them. It is surprising what useful 
information can be secured from a few simple records. It is even 
more surprising, however, what false interpretations can be drawn 
from a set of farm actounts by one who does not understand their 
real meaning. The information to be gained from interpretation of 
the results will be a matter of the requirements of each individual, 
but it ordinarily falls in one of the several groups which will now be 
illustrated. 


WHAT HAS BECOME OF THIS NET FARM INCOME? 


That is a question most commonly asked by farmers when their 
records show that their farm income has been larger than they had 
any idea of. In the case set forth in Table X this very question was 
asked, and answered as follows: 

Net farm income (i. e., the amount out of which must come the house- 

hold and personal expenses and the progress, financially, of the 

-farmer) $1, 455. 95 
Add any personal income (see Table VI) : 14 .00 


Poetel income. avatianlesn oo os ees oe eee eae kwke ces 1, 469. 95 


Household and personal expenses: 
Cash (see Table VI) . 85 
Supplies and renting value from farm . 74 


Gross household and personal expense . 59 
Value of board and family labor (deduct) 


Net household and personal expense_.__.__....-..-_-......--.-... 1,114. 59 
Interest actually paid on mortgage 200. 00 
Actual financial progress (see Table I) 155. 36 


Total income accounted for 1, 469. 95 


This statement clearly answers the natural question above. By 
referring to page 9 it will be seen that this is the computation there 
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given, except that it is reversed, and that the interest paid on the 
farm mortgage does not enter into it. 


LABOR INCOME AND EFFICIENCY FACTORS. 


The question that naturally arises next is: “ How do results on my 
farm compare with those of other farmers?” The method developed 
by farm economists for these comparisons involves the relation of 
farm “labor incomes” to certain elements of management which are 
termed “ efficiency factors.” Labor income is that part of the net farm 
income left after allowing for interest on investment; it is a term 
used by farm economists to represent the total amount the farmer 
receives for his labor and managerial ability as a farm operator. 
This labor income can be readily determined from a statement like 
Table X by adding the estimate of the value of the farmer’s services 
($600) to the net farm profit ($202.25). If there should be a net 
farm loss, instead of a profit, the amount of the loss should be de- 
ducted from the estimated value of the farmer’s services. If the loss 
is larger than this estimate, the latter should be deducted from this 
loss. In this case there would be what is termed a “ minus labor in- 
come,” which means that the year’s results have not even paid the 
proper interest on the investment by the amount of the minus labor 
income. 

This term, “ labor income,” is of value to the economist in studying 
the relative profitableness of different farms as related to the average 
farm, the better farms, and the poorer. It is not generally used in 
farm bookkeeping, as here only a single farm is being studied by its 
operator. If it is desired to compare one’s labor income with those 
in published data on farm economics, it can be determined as above 
explained. 

For a study of all the efficiency factors that may be compared, the 
reader is referred to the list of publications in the back of this bulle- 
tin. Some of these that may be mentioned here are: Proportion of 
capital invested in each kind of farm property, proportion of income 
derived from various sources, income per cow, per brood sow, or per 
acre of crops, acres of crops per man and per work animal. 


COMPARISON OF FARM PROFITS WITH BUSINESS PROFITS. 


Another comparison that may be useful is to compare one’s profits 
with those of some business or corporation in which one has a part 
interest or with which he is familiar. Many men who have taken up 
farming after business careers will find it interesting to compare 
results. This is usually done on a percentage basis. The merchant 
sizes up his profits on the basis of the percentage they are of the 
total sales, the corporation’s profits are reflected in terms of rate of 
dividends and surplus increase as related to the total capital. For 
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the farmer who may wish to make such comparisons the following 
suggestions are offered : 

To find the percentage of profits on the business done, proceed as 
follows, referring to Table X: 

If the food and fuel furnished the family have been charged in at 
market value at the farm, as they should be, the value of these should 
be added to the financial receipts. This gives the total business 
done. Find the sum of the net farm profit and the interest on in- 
vestment. This gives the business profits as understood by the mer- 
chant, who usually allows himself a salary, but does not charge in 
interest as a business expense. Find what per cent the business profit 
is of the total business and the rate of profit on business done is the 
resulting figure. Thus: 

$2,161.40 plus $497.74 equals $2,659.14; the total business done. 
$202.25 plus $653.70 equals $855.95; the profit on business done. 
856 divided by 2,659 equals 0.32 or 32 per cent, rate of profit. 

To find the relation the profits bear to the total capital, it is only 
necessary to ascertain what the capital is, as the total profits are 
already worked out. It is important in making this comparison 
that only the actual capital be used. To find this the amount of the 
mortgage must be deducted and, as interest actually paid thereon has 
not been included in expenses, it must now be included (as we are 
considering net capital, not gross) just as a corporation includes 
in its expenses the interest on its bonds. This may be done as follows, 
referring to Table X and previous computations: 

$855.95 less $200 (interest on mortgage) equals $655.95, which is the 
total profit from a corporation standpoint. 

Total capital $13,074.08 less mortgage $4,000 equals $9,074.08, or net 
capital (that is, capital from the corporation standpoint). 

656 divided by 9,074 equals 0.072, or 7.2 per cent profit on capital. 

It must be understood that these are not presented as samples of 
profits that the average farmer receives, but simply as illustrations 
of methods. While the accounting figures exhibited throughout this 
bulletin are based on actual farm figures, they are taken from a 
period of war conditions and are therefore not typical in any sense. 


CONCLUSION. 


As already stated, no attempt has been made in the foregoing 
pages to treat of the subject of cost accounting. It has been the 
aim rather to deal with as simple a record as possible and at the 
same time have the results of sufficient value to be of use to the 
farmer. The trained agricultural student or the business-college 
graduate will no doubt desire a more detailed system than has been 
outlined here, and in this desire he is perfectly justified. But the 
average farmer is not a trained accountant, and the very natura 
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of his work is such that it is hard for him to do clerical work. After 
being in the field all day, or out in a cold, biting wind, it requires 
considerable exertion to write up a set of books in the evening. The 
farmer is trained to do physical work, and, although he is usually 
intelligent and capable when it comes to deciding important matters, 
it is often difficult for him to do clerical work of this character. 
When physically tired it is doubly difficult to do such work as adding 
a column of figures. 

Farm bookkeeping is a matter of adapting simple methods to the 
farmer’s needs. It is not a question of forms or having the accounts 
on the right side of the page or of having them balanced in a certain 
way, but it is a question of a correct knowledge of principles which 
will lead to an understanding of the facts as they exist on the par- 
ticular farm in question. 
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DEQUATE RECORDS are necessary to the effi- 
Pie management of any business. The farmer, 
to be successful, must be a business man as well as 
a grower of crops and producer of live stock. As 
a business man he should have suitable business 
records. 

Farmers, as a rule, are highly individualistic in 
their methods, and farm business conditions vary 
widely. Accordingly, ready-made systems of farm 
accounts seldom bring out all the facts that the 
farmer ought to know. Systems must be developed 
to fit each man’s requirements, and efforts to shape 
one’s needs according to a prepared system not based 
primarily on these needs will almost inevitably result 
in failure. 


Getting a knowledge of accounting principles is the 
first and most important step toward establishing an 
accounting system suited to one’s individual needs. 
There are many degrees in farm accounting, from 
the simple to the extended and complex, but it is 
obviously impossible-to discuss them all in a single 
bulletin. It is the purpose of this bulletin merely to 
outline the principles of simple farm bookkeeping. 
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Washington, D. C. Cerrected December, 1923 
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ARMING IS A BUSINESS, and, to be successful, it must be ' 
KF conducted in a businesslike manner. It involves the produc- : 
tion and sale of commodities, just as does manufacturing. The busi- } 
ness man, whether in factory or on farm, should be constantly con- ; 
sidering two questions: ; 
(1) What profit is my business making? 
(2) How can that profit be increased ? 

The first of these must be answered before an intelligent effort can 
be made to answer the second. Proper accounting leads directly to 
the answer to the first question, and hence it is essential to any well- 
thought-out plan to increase profits. 

The problem of the farmer is to meet conditions on his own farm 
in a way that will give him the greatest net returns, year in and 
year out, for the use of his capital, his labor, and his managerial 
ability. Before he can be considered a successful farm operator he 
must produce results that will cover the value of all these. Capital 
can earn interest without labor on the part of its owner, and labor 
: can earn wages without owning any capital. The farmer, utilizing 
both in the conduct of his business, should secure returns that will 
cover both interest and wages. Not until both of these have been 
more than covered can any profit be credited to the farming opera- 
tions. Nothing but return in excess of interest and wages can prop- 
erly be considered as net profit. 

There is reason to believe that many farmers, owing to a lack of 
proper records, da not know what returns they actually receive, nor 
how these compare with what they should receive for their work and 
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the use of their capital. Doubtless many are living on the interest 
on their capital, making small wages or none, and no net profits. 

A very large number of farm problems have been solved by the 
experience of farmers—far more, in fact, than have been worked out 
in any other way. There are some problems, however, that have not 
been solved in this manner. The problem of farm architecture and 
that of farm accounting are two of these. One reason for this is that 
much of the instruction the farmer has had on these two subjects 
has been misleading. As in architecture, so in accounting, the main 
work that has been done has related to city conditions and is not ap- 
plicable to conditions on the farm. Most, farmers who have tried to 
keep books have used the systems of city bookkeepers, which are not 
adapted to farm accounting. Even where these systems have been 
modified in the attempt to meet farm needs, they have usually failed 
to meet the farmer’s requirements. 

The difference between bookkeeping and cost accounting should be 
definitely understood. Bookkeeping is the keeping of records that 
will set forth the income, cost, and profit of the business as a whole 
or complete unit ; cost accounting involves the finding of cost, returns, 
and profit on production units—on a pound of beef, a quart of milk, 
a bushel of grain, ete. 

This bulletin has not been prepared to present any particular sys- 
tems of accounts for farm use,’ but is rather a discussion of some of 
the important principles that are applicable to bookkeeping on the 
farm. It is believed that the farmer who studies it sufficiently 
to grasp these principles will be enabled to select or devise a system 
that will be adequate for his particular needs. 


COMPARISON OF COMMERCIAL AND FARM BOOK- 
KEEPING. 


In commercial bookkeeping, which has been a subject of study 
and in process of standardization through several centuries, sys- 
tems of bookkeeping have been developed which fulfill the needs 
and requirements of a great majority of merchants. Moreover, in 
the world of commercial affairs there is considerable similarity in 
these needs and requirements. 

In farm bookkeeping these conditions do not exist. Not only do 
peculiar conditions occur on almost every farm as to the type of 
business, size, and opportunities and facilities for record keeping, 
rendering it difficult to apply a uniform system prepared for use 
under entirely dissimilar conditions, but the subject of farm book- 


1 Farmers’ Bulletins 572 and 782, entitled “ A System of Farm Cost Accounting ” and 
“The Use of a Diary for Farm Accounts,” respectively, present two more or less 
standardized systems of farm accounting. 
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keeping has received little or no attention until the last few decades, 
and consequently little progress has been made toward the desired 
end. 

‘arm bookkeeping principles, however, apply at all times and on 
all farms, and when these are thoroughly understood and all condi- 
tions studied, the development of a proper system to fit these con- 
ditions can be taken up with every probability of success. 


IMPERSONAL CHARACTER OF BUSINESS. 


In order to understand bookkeeping principles, the business 
should be considered as entirely separate from the individual own- 
ing the business. That is, in all relations between it and its owner 
the records should be handled exactly as if business and owner were 
two persons. The necessity of this relation is fully recognized in 
the commercial world, and lack of comprehension of it is one of the 
causes which prevent many farmers from fully understanding the 
principles of accounting. The merchant rarely takes goods from 
his store for his personal use without charging them to his own per- 
sonal account, just as though they were sold to any other customer. 
He is usually fully aware that otherwise it would be impossible for 
him to know the actual state of his business affairs. On the other 
hand, the farmer ordinarily devotes the property of his business to 
a considerable extent to his own personal uses without a thought as 
to the accounting consequences, and as a result may get a false idea 
of the results of his farming operations when he balances his 
accounts. 

On the farm, where the personal affairs of the owner, his house- 
hold, and the farm affairs proper are interwoven, this point of view 
is admittedly difficult to acquire, but nevertheless it is very neces- 
sary to acquire it. 

In order to carry out this idea it is a good plan to consider the 
general funds received for farm products as belonging to the farm, 
and for the owner to maintain a separate purse for his personal 
requirements, refilling it from time to time from the farm funds, and 
charging his personal account on the farm books with the amounts 
so used. This idea, as is explained elsewhere in this bulletin, may 
be carried a step further by establishing a separate purse for the 
household expenses, allowing the housekeeper a certain amount 
weekly or monthly on which to run the house. Such practices are 
well calculated to give a man a good perspective of the relations 
existing between the finances of the farm, the household, and him- 
self, and are more generally satisfactory to all concerned than the 
common practice of having a single purse for all these purposes. 
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APPLICATION OF DOUBLE-ENTRY PRINCIPLE. 


While it is true that success in farm accounting is not a matter 
of forms or blanks, but one of using well-defined principles, the 
double-entry idea can not be lightly disposed of, as some writers 
on farm accounting have tried to do, by stating that it is a mere 
matter of form. It can not be stated too positively that double entry 
is not simply a form of bookkeeping. It is an indispensable feature 
of correct accounting. 

Briefly stated, this principle is based on the fact that every busi- 
ness transaction has, for each party involved, two distinct sides. 
One value is acquired, another is surrendered. For instance, a person 
selling a horse acquires cash value and surrenders horse value. If 
the horse is sold on credit to John Smith, account value (the fact 
that John Smith owes this value) is acquired instead of cash 
value. When he pays for the horse, cash value is acquired and 
account value (he no longer owes anything) is surrendered. If the 
records do not take account of both sides of each transaction they 
will not show the facts, and will, therefore, be misleading, and worse 
than useless. 

Violations of this principle are common, and lead to the most 
erroneous conclusions in farm cost accounting. Carrying the value 
of manure as a credit to the cattle account and not charging this 
same value to the crop accounts is an example of a common way in 
which this principle is violated, and many other instances might be 
cited. No matter what the transaction, this principle holds good 
and should never be violated. 

In the case of cash transactions where a cashbook is used, the 
double-entry principle is automatically followed. Entering the 
money received and giving the description of what was sold for it, 
charges the cash account with the value on the one hand, while the 
crediting of the proper account with the value of the thing sold 
completes the “double entry.” 


RULES FOR DETERMINING CHARGES AND CREDITS. 


As a usual thing it will not be found difficult to determine for each 
transaction which account to charge and which to credit. The gen- 
eral rule may be briefly stated thus: 

Charge that account which acquires the value. 
Credit that account which surrenders the value. 

Where strictly cash accounts are kept little trouble will be experi- 
enced, as all cash received is acquired and by the rule is a charge to 
cash, while the corresponding credit is carried to the account which 
surrendered the value for which cash was received, and vice versa. 
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As elsewhere explained, this is automatically performed in a simple 
account of cash receipts and expenditures, 

A more difficult problem comes up in determining when to charge 
an expenditure of cash to expense and when to investment (pur- 
chase) accounts. Also it is sometimes hard to tell when to credit 
a receipt to an income and when to an investment account. The rules 
in this regard are almost as simple as the foregoing, and may be 
stated briefly as follows (examples given below) : 

(1) Charge to expense accounts all those things which will be 
consumed as soon as used. 

(2) Charge to investment accounts those things which will be 
used over and over again in the course of the farm business or 
which are bought for resale in the regular course of the business. 

(3) Credit to investment accounts receipts from sales of ar- 
ticles which have formed part of the farm equipment or perma- 
nent plant. 

(4) Credit to income accounts all receipts for products of the 
farm or for things incidental to such production. 

(5) Credit to expense accounts all receipts for expense rebates 
and for things previously charged to expense accounts. 

Examples of items falling within the scope of the foregoing rules 
are: 

Rule 1: Seed, twine, feeds, wages, etc., parts for machinery, 
building repairs. 

Rule 2: Work stock, cows for the dairy herd, breeding 
animals, machines, drain tile, fencing; etc., and animals bought 
for fattening and resale. 

Rule 3: Old machinery and machinery junk, old lumber, 
work stock, animals from the permanent herds, ete. 

Rule 4: Milk, eggs, crops raised and sold, market live stock, 
etc., and receipts for labor and machine work done by farm 
labor. 

Rule 5: Feed bags; surplus purchased feed, seed, and twine; 
spare machine parts sold, etc. 


While the foregoing rules will doubtless prove of assistance in 
analyzing transactions to determine the proper charges and credits, 
there will sometimes occur transactions which seem to fall within 
what may be called the “ twilight zone” between two rules. In such 
cases good judgment alone must be relied on, as no set of rules will 
cover all cases. 


TYPES OF FARM RECORDS. 


Farm records may vary from the taking of an annual inventory 
to carrying the most complete and detailed system of cost accounts. 
The following outline illustrates three types of farm accounting from 
the simplest to the most complex. 


¢ 
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Outline of types of farm records. 


Type. Records necessary’. 


7 


¥. Property record . 1. Inventories made once a year. 


ing. (Accounts | 2, Financialrecords, 
with the farm as a} 3. Value of supplies furnished 
nnit.) by the farm to the family. 
4. Value of board furnished by 
family to paid farm laborers. 
5, Unpaid family labor devoted 


| 
| 
j 

Il. Farm  bookkeep- 1. Inventories made once a year. 
} tofarm work. 
j 


TI], Farm cost ac-j 1, Inventories made once a year. 
eounts, (Accounts | 2. Financial records, 
with the farm and | 3. Value of supplies furnished 
with each farm pro- by the farm to the family. 
duct and depart-| 4. Value of board furnished by 
ment as a separate family to paid farm laborers. 
unit.) 5. Value of other perquisites fur- 
| nished by farm to paid farm 
| laborers. 
6. Unpaid family labor devoted 
to farm work. 
7. Labor record. 
8. Feed records, 


9. Livestock production records. 
10. Crop supply and yield records. 


1. Investment in each kind of farm property 
and net worth of the farm as a whole, 

2. Increase or decreasein net worth during the 
year. 


| 1, Investment in each kind of farm property 


and net worth of the farm as a whole. 

2. Increase or decreascin net worth during the 
year. 

3. Classified summary of farm receipts and ex- 
penditures. 

4. Farmincome. 

5. Net farm profit. 

6. Household and personal expenses. 

7. Value of food, fuel, and use of house fur- 
nished by farm to family. 


1. Investment in each kind of farm property 
and net worth of farm business as a whole. 
2. Increase or decrease in net worth during the 


year. 

3. Classified summary of farm receipts and ex- 
penditures. 

4, Farm income. 

5. Net farm profit. 

6. Household and personal expenses. 

7. Value of food, fuel, and use of house fur- 
nished by farm to family. 

8. Cost per hour of man labor. 

9. Cost per hour of horse labor. 

10. Complete distribution of all costs. 

11. Complete distribution ofall income. 

12. Complete allocation of all profits and losses. 

13. Cost of production in each department. 

14. Margin between cost and market value. 

15. Efficiency factorsin farm management. 


PROPERTY RECORD. 


The first type includes only the farm inventories made once each 
year and is valuable as a means of determining the value of the farm 
property and of showing whether the farmer has made progress in 
a financial way during the year or whether he has gone back. It 
measures only the amount of this progress or going backward. It 
is well to emphasize this point. The increase or decrease in net 
worth does not represent the profit or loss on the farm business, since 
it is affected by the affairs of the farm family. If one knew the 


amount of the household and personal expenses, the value of the un- 
paid farm labor of the family, and also the value of the interrelated 
transactions between the farm and the family (see Type II, Nos. 3 
and 4), it would be possible to determine, from these data and the 
inventories, the actual farm income. 

For instance, if the cash expenditures for household and personal 
purposes were $606.85, the personal income $14, the value of the 
interrelated items 3 and 4, $677.74 and $60 respectively, and the value 
of the family labor, $110, the following calculation would disclose the 
actual farm income: 
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Net inventory increase 
Add: 

Household and personal cash expense_____ 85 

Value of supplies furnished family __- 677. 74 1, 284. 59 

—_—_———- ———-_ $1, 489. 95 

Subtract: 

Value of board furnished by family _-- 3 60. 00 

Value of unpaid family farm labor_____- _ 110.00 


Desens wees. tee 14. 00 
———— 184. 00 


Balance (represents income from farm) ~------------------_- 1, 255. 95 
Briefly put, to find the farm gain it is necessary to add to the in- 
crease in inventory value the value of those things furnished to the 
family by the farm and to subtract the values furnished to the farm 
by the family. 

In order to determine the net farm profit, the sum of the interest 
on the farm capital and the value of the farmer’s time must be de- 
ducted from the farm income, as will be explained further on. 

In this computation must be taken into account the amount of in- 
come, if any, from personal or nonfarm sources. Dividends or in- 
terest received from outside investments, jury and witness fees, and 
gifts of money received are common examples of such items. The 
amount of personal income should be included in the items to be sub- 
tracted from the amount of inventory increase, if this amount has 
been included in the general purse, and therefore takes the nature of 
supplies (cash) furnished by the family (which includes the farmer) 
to the farm. 

FARM BOOKKEEPING. 


The second type comprises the inventories, financial records, and 
records of interrelated values. Financial accounts are more gen- 
erally kept by farmers than any other kind of records. Many farm- 
ers, however, after keeping financial accounts for a year, find they 
can get little valuable information from them in return for the time 
and attention devoted to them. This is because they have no in- 
ventory records. The inventories are just as necessary for the 
proper and intelligent interpretation and understanding of the finan- 
cial accounts as are the financial accounts themselves. They are the 
milestones of business, corresponding to the balance sheets of banks 
and other commercial and manufacturing concerns, and are always 
necessary, no matter what other accounts are kept. 


FARM COST ACCOUNTS. 

The third type represents all the records necessary to complete 
farm cost accounts, which, if successfully carried out, will give the 
actual, as well as the relative, cost and profit on all the farm enter- 
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prises as well as other valuable data. Complete cost records can be ob- 
tained only by the outlay of much time and close attention to detail. 
A man who works hard all day at manual labor rarely has either 
time or inclination to spend much of his leisure time in this work. 
Only wher the conditions seem to warrant the assumption that the 
accounts will be carried through to a successful end should they be 
attempted. While this bulletin, in a general way, touches upon some 
of the principles applicable to farm cost accounts, it is concerned 
in the main with a discussion of the records contained in type IT. 


THE FARM INVENTORY. 


The term “ inventory ” is used to designate a list of property and 
property values. As has been previously pointed out, the annual 
farm inventory is a sort of guide or mile-post which indicates to a 
farmer just how he stands, financially, year by year. Without it no 
other records can be correctly interpreted. 

A farm inventory is simply a statement showing what land, build- 
ings, live stock, produce, supplies, etc., are owned and what they are 
worth at the time the inventory is taken. It shows also the amount 
of cash on hand and the amounts owed or owing at that date. It is 
a list of farm property and farm debts. To be of the greatest value 
it should be itemized to show separately what the farm is worth, the 
value of each head or group of live stock, the value of each machine 
or tool, the products for sale or feed, the materials and supplies on 
hand, the amounts owing by the farm, and the amount of cash on 
hand or in the bank. It must also show, under “ Liabilities,” the 
amounts of all debts the farmer owes other people. Table I exhibits 
a good sample of a farm inventory. It will be noted that it is divided 
into several parts or divisions as has been previously recommended. 


TABLE I.—Sample of a farm inventory, showing in a general way how this val- 
uable record is prepared. 


April 1, 1919. 





April 1, 1918, 






Divisions and items of property. 


REAL ESTATE: 
Land and improvements. .......... 





LIVE STOCK: 


Horses— 
ih eee MONON S55 acne oh abee es Se 
Jack, 14 yearseld.... 

Jen, 8 yearsold..... as 

GORD, TA FOOB OR ss «5 gic sini ss 3h 445M coe eeeee bh. 
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TasLe 1.—Sample of a farm inventory, ete.—Continued. 


| April 1, 1918. | April 1, 1919. 





a | 
Value Value | 
per | Valuation. a, per | Valuation. 
unit. ¥- | unit. | 


Divisions and items of property. | 
Quan- 
tity. | 


LIVE stocK—Continued. 
Swine—- 
Brood S0WS. . ...5 5650-0205 édsiekae | 


Poultry | 50) 1.50 | = 75.00] 62 | 


Total live stock............2.2.-2------- PE ede. 1,185.00 }........| 
MACHTNERY AND TOOLS: 
Plows, walking, 12-inch.................- | 10 
Plows, sulky, 16-inch..................2.-- | 75 
Disk harrow, double, 8-foot | 
[All items listed but not shown here]. ..... 


Total machinery and tools 


FARM PRODUCE? 
64.00 


284.00 

30. 00 
17.00 

253. 00 
648.00 


pounds 100 
do.... 


Fence posts . 
Grain bags 


Total feed and supplies 


NOTES AND ACCOUNTS: 
Harry Smith, note for cow 
George Jones, for COFT.............2-.--00- \ 


142.00 


CASH ON HAND ANDIN BANK.........-..+.---0]-- - 





13, 827.79 


Total value of “assets” (property et sida 


NOTES AND ACCOUNTS OWING: 
Farm mortgage 
Samuel Grey for hogs 


4,000. 00 
200. 00 





SUMMARY: | 
Total assets - . . - 13, 472. 43 
Total liabilities. | 4,000.00 }........ Diss teeia 
Balance or “net worth” +. 6, G46 bn wud. 9, 627.79 
[Increase $155.36 for the year.] | 








DIVISIONS IN A FARM INVENTORY. 


Real estate——Under this heading are placed the farm land, build- 
ings, fences, woodlots, and all items of land improvement, for the 
farm is thought of as embracing all of these in a single unit. If the 
farm is sold all of these go with it. 



















asec ate ee 
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Live stock.—All the different classes are entered separately, as 
horses, cattle, hogs, poultry, and the like. Each class is itemized by 
individuals or subclasses as far as is practicable. Thus the total 
amount invested in horses or any other class of stock can be found for 
any year. In taking this part of the inventory each animal may be 
given a separate value, or some method may be followed that enables 
each individual or class to be recognized in taking the next inventory. 

Machinery and tools.—This division contains the largest’ number 
of items to be listed, as this part of the equipment on a farm is always 
varied. In taking this part of the inventory it is important to use 
care not to overlook any item, for if certain implements are over- 
looked in one inventory and then included in the next, confusion and 
inaccuracy result. If carefully taken and each item listed separately, 
a machinery and tool inventory will fill several pages of a good-sized 
book. If such detail is not desired, the minor tools of small value 
may be grouped in a single item and a lump valuation given, but such 
a course is not advisable. This part of the inventory, carefully made 
at the beginning and checked up each year, is a help in locating 
minor tools. It is surprising what a large number of these small 
tools there are on a farm, and what a considerable number disappear 
during a year. All farmers know how easy it is to lose a hammer or 
a wrench, but an old wagon never disappears.' 

Inventory day is a convenient time to call in all tools that have 
been loaned out. Smal] tools have a habit of changing owners if 
they remain away from home too long. 

Produce, feed, and supplies.—Some items in these divisions are 
hard to estimate closely, as, for instance, the number of tons of hay, 
straw, and other produce in bulk,? but experience, conservatism, and 
good judgment will surmount this obstacle and give fairly accurate 
results. 

Financial items.—This division includes all “book” items, some- 
times known as “ financial” or “ intangible” items, as distinguished 
from the other items which are termed “ physical” or “tangible” 
property. These consist of the cash on hand and in the bank and 
the amounts due the farm from others. 

The sum of the property values embraced in the foregoing five 
divisions will be the value of the “ assets” or property owned. This 
does not necessarily constitute the net worth, as the “ liabilities” or 
amounts owed have not yet been listed, summed up, and deducted, 
so another division of the inventory should now be constructed to 
include these. 

Liabilities —Here should be listed the mortgage, notes, and accounts 
payable. When these are added and their sum subtracted from the 
total assets, the balance is known as the “ net worth.” 
1Circular No. 44 of the Bureau of Plant Industry, entitled ‘‘ Minor Articles of Farm 


Equipment,” gives a very complete list of small tools found on farms, 
?See Circular No. 67, entitled, ‘‘ Measuring Hay in Ricks and Stacks.” 
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HOUSEHOLD GOODS, ETC. 


It must be understood that in the farm inventory no mention is to 
be made of the household furnishings or personal effects, as only the 
farm and its accessories are to be considered. While it is true that 
the dwelling has been included in the value of the farm, this is 
necessary, as it is a part of the real estate and would be included if 
the place were sold. 

It will be noted in the inventory form shown in Table I that there 
is a column for the values on April 1 of one year and another for 
the corresponding values of the same items the following year. This 
idea is a convenient one and the idea can be carried further by pro- 
viding an inventory book with columns for a number of years. 


DETERMINING VALUES. 


There are many and varied opinions on the question of how farm 
values should be determined. It has been suggested that the in- 
ventory value of a farm should be its original cost to its present 
owner. The objection to this is that one of the important purposes 
of making an inventory is to ascertain the actual worth of the 
property, which may be considerably greater, or in some cases much 
less, than its original cost. Then again, the farm may have been 
inherited by its present owner, and therefore may have cost him 
nothing. 

Unusually high or speculative values should not be used, as they 
do not represent facts and only tend to deceive and mislead. The 
danger of overvaluing should be carefully guarded against, as no 
good can come from it, while considerable harm may. <A good rule 
is to place the value of almost all the various permanent property 
items at what they could be sold for, not at forced sale, but under 
normal conditions. This method may seem incorrect in the case of 
real estate and permanent live stock, in that some may think it caleu- 
lated to give too low values. The danger of placing values too low 
is not nearly so great as placing them too high and then finding, at 
some future date, that conditions did not warrant so high valuations. 
The exceptions to valuations by this rule are explained hereinafter. 

When the inventory value of the farm land is advanced to keep 
pace with advancing land values, and not because improvements 
have been made in the course of the farm business, such increase 
should not be allowed to swell the farm profits for the year. In 
such cases care should be taken to exclude this appreciation in de- 
termining the farm profit, and this is best accomplished at the time 
the records are finally summarized as shown in Table X by deducting 
it from the ascertained net farm profit figure ($202.25 in the table). 

In appraising the values of market live stock and farm produce, 
market price should be used, always deducting therefrom a sum 
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sufficient to cover the cost of getting to market. Inasmuch as market 
prices vary from year to year these values may be low one year and 
high the next, or the opposite. It is impossible to ignore this some- 
times troublesome fluctuation, but, in ordinary times, market changes 
are not extraordinarily great from one year to the same date a year 
later. However, it must be remembered that a man’s worth does 
actually fluctuate with the market value of the property he owns. 
If no attention is given to market values a serious source of inac- 
curacy may be written into the records. 

Purchased feeds and farm supplies should be valued at cost. 


DEPRECIATION: 


In the case of the property composing the permanent equipment 
of the farm or “ farm plant,” as it is sometimes called, just as fac- 
tories are sometimes known as “manufacturing plants,” the factor 
of depreciation must be considered. Few accurate figures as to de- 
preciation of farm property are available. It is quite difficult accu- 
rately to gauge depreciation, since it depends on a number of factors 
which vary greatly in different sections of the country and even in 
the same section. A few suggestions will be made as to some of the 
principles affecting depreciation rates, but good judgment must be 
used, in every case, in applying them to definite conditions. 

For ordinary frame farm buildings it is generally considered that 
2 to 3 per cent per year will be a fair allowance. Brick, stone, tile, 
and concrete structures will not take so high a rate. Poorly built 
frame sheds and the like will require considerably higher allowanges. 
It sometimes happens that the increase in farm-land values from year 
to year will more than offset the depreciation of buildings and other 
improvements. In other cases the growth of timber in a good farm 
woodlot will have a tendency to offset this loss. Of course, if farm 
cost accounts are being carried on, each of these increases would have 
to be shown asa separate gain, and depreciation asa loss, but in farm 
bookkeeping, which considers the whole farm as a unit, the loss and 
gain may simply offset each other. On many farms buildings are kept 
insuch good repair that they depreciate very slowly, and the amount 
spent for maintenance each year may be considered as eliminating 
the necessity of allowing for depreciation, as the buildings, under 
these circumstances, will last almost indefinitely. Cases are not un- 
common where frame buildings are in excellent shape after more 
than 100 years’ use. This is also true in a measure of fences when 
built of the very best materials and properly maintained. 

In the case of tile drains, the rate of depreciation may vary from 
a rather high to a very low rate, according to the quality of the tile, 
the care used in laying it, and in keeping the outlets open and pro- 
tected from animals. 
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In valuing machinery and tools, market values do not consistently 
apply. It is well known that a machine depreciates in market value 
very rapidly the first year, or even the first month, used. That is, 
a mowing machine may cost $75, but if it is used a month it becomes 
a secondhand machine, and it may be difficult to realize $50 on it. 
The farmer buying new equipment may find the market value or 
sale price greatly reduced after one year’s use, while the second and 
third year the value may not be further reduced appreciably. In 
other words, a mower that has been in use three years may sell for 
almost as much as one that has been used but three months. As the 
machinery equipment is part of the farm “ plant,” or the property 
necessary to the carrying on of the farm business, it should be 
valued at its value to the farm, and this value is not determined by 
secondhand machinery prices. It therefore becomes necessary to 
use somewhat arbitrary means of valuation. By dividing the origi- 
nal cost by the probable useful years of life an annual depreciation 
factor is determined, and by reducing the value each year by the 
amount of this factor the inventory value will be gradually de- 
creased until at last it is entirely extinguished. By correcting this 
factor from time to time, this method will prove satisfactory in the 
general run of cases. 

The number of years of useful life will depend on many factors. 
Among these are extent of use, climate, kind of machine, soil type, 
topography, and the care taken of the machines. Some farmers who 
take good care of their machines make them last much longer than 
machines owned by those who do not take care of them. 

The rate of depreciation on farm machinery has been variously 
estimated at from 6 to 15 per cent. Where machinery is inventoried 
and valued in groups, or as a whole, the problem is simpler, but this 
method can not claim any great degree of accuracy. Mr. Grant G. 
Hitchings, a practical New York farmer who has given much atten- 
tion to bookkeeping, uses the following method: He deducts 10 per 
cent from the first inventory value and to the remainder adds the 
cost of all new items bought during the year. Thus he figures the 
second inventory value. For instance, if his machinery was worth 
$825 at the beginning of the year and during the year a new mower 
and hay rake were purchased for $115, he would figure his ma- 
chinery value for the inventory at the end of the year as follows: 


Inventory value at the beginning of the year 
Less 10 per cent 


Remainder 
Add cost of new machinery purchased 


Inventory value at the end of the year 
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This method can not be expected to give a precise inventory: value 
for all years, but when used over a long period the values should 
be fairly accurate. If it is found by experience that the rate is ob- 
viously too high or too low, a new inventory may be taken any year 
and the total amount corrected. This method is a practical way 4% 
of handling the valuation of machinery but is not to be recommended 
in all cases, especially if cost accounts are being conducted. 

The depreciation rates of the permanent live-stock herds should be 
based on careful appraisals made at inventory time each year. It is 
true that these appraisals will be based, in part at least, on estimated 
depreciation, which in turn will be based.on original cost, estimated 
length of useful life, and sale value when useful or productive life is 
over. U. S. Department of Agriculture Bulletin 413 gives useful 
information on these points as to work horses and certain breeds 















of dairy cattle. 





APPRECIATION. 






Certain classes of farm property appreciate constantly up to a 
certain point. Such a picce of property is a good farm woodlot. 
The young stock of the permanent herds come also within this cate- 
gory, but the methods of valuation already explained cover these. 
When growing orchards and other semipermanent crops are oc- 
cupying part of the farm land, the increased value of the land car- 
rying these must be taken into consideration when valuing the farm, 
and as these crops grow and approach maturity, thereby increasing 
in value year by year, it is necessary to take into account these in- 
creasing values at inventory time each year. This should never be 
based on estimated returns, as working on such a basis would be 
what is known as “ overcapitalizing,” or, as it is commonly called in 
the financial world, “ watering stock.” People are prone to wax en- 
thusiastic over anticipation of profits from their ventures, and the re- 
sult is likely to be “inflated” or highly overestimated values. It is 
best to stick to conservatism, and to base these values on the actual 
first cost of the plants or trees, plus cost of planting, and to increase 
the value from year to year, in proportion to the cost of maintenance 
until the period of paying crops is reached. They may be carried at 
a stationary value during the height of the cropping life, and then, 
as their fruitfulness begins to wane, the value may be gradually re- 
duced and finally extinguished when the land is again cleared and 
put to other uses. 
























THE VALUATION OF FARM PRODUCTS AT COST OR MARKET VALUE; 
WHICHP 











The rules given in the foregoing discussion on valuations repre- 
sent, in a general way, the opinion of the American authorities on 
farm accounts. Some accounting authorities, however, notably 
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certain English farm accountants, claim that to base appraisals of 
farm products not yet sold on market value is wrong in principle, 
and that, as in commercial accounting, so in farm accounting, cost 
and not market value should be the governing principle in all valua- 
tions of such farm property. 

It is unnecessary to go into a lengthy <liscussion here as to tho 
merits of these differing opinions, but inasmuch as they do exist it is 
well to explain them briefly. The first, holding for market value at 
the farm, is based on the fact that the farm produces staple articles, 
the market for which is practically always open and the demand 
therefore unlimited, and in consequence the profit is actually made 
when the articles are produced and not when so/d. The second holds 
that no profit is made until the produce is sold, and, presumably, the 
money actually in hand. 

There is one feature that must be mentioned which supporters of 
the second idea have entirely overlooked. The farmer’s “turnover” 
period (length of time necessary for realization on his operations) is 
at least an entire year, and at his discretion he may make it longer. 
Conditions of market may cause him to withhold his products from 
sale from the year in which they are produced toa subsequent year, and 
inventory valuations made at cost would result in showing an entirely 
erroneous state of affairs, in that the profits of the first year might 
be entirely eliminated and those of the second year doubled. ‘To illus- 
trate this point, let it be supposed that a farmer prepares his farm 
Jand, plants and harvests a crop of corn, and, because of market con- 
ditions, holds this crop for some time and finally sells it along with 
the crop of the succeeding year. As the costs of this crop have all 
been included in the accounts of the year in which raised, it does not 
appear justifiable to credit all the profit thereon to the year in which 
sold. In fact, to the farmer who wants to know how one year’s 
operations compare with another, such a practice would undoubtedly 
seem absurd, as, in fact, it is. 

“Tt may very properly be asked, what is the chief object and incen- 
tive of the farmer in keeping records and accounts? Is it merely 
for the academic purpose of securing abstract facts, or is it to furnish 
him with facts that will enable him to discern the practical result of 
his operations, year by year, and be of value to him in bettering his 
affairs? *t Certainly there can be but one answer, as far as practical 
opinion is concerned. * 

When the inventory is made at the end of the year, one of its im- 
portant uses is to enable its owner to know what that particular year, 
and not some future year, has produced in the way of profit. 

Valuations based on market value at the farm will give this in- 
formation; valuations based on cost will not. 


41James Wyllie, Lecturer, West of Scotland Agricultural College. 
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TIME TO TAKE AN INVENTORY. 


The best time to take an inventory varies in different parts of the 
country, depending upon region and business practice. In the North- 
ern and Eastern States perhaps the best date is March 1 or April 1; 
in the South an earlier date would probably fit conditions better. In 
the Central States March 1 is undoubtedly the best time, as all farm 
business transactions in that region date therefrom, while in the 
northeastern part of the country the farmers’ usual date of reckoning 
is April 1. This ordinarily corresponds with the date on which 
tenants change farms. On specialized farms special dates may be 
most convenient. Fruit farms, truck farms, and the like find Janu- 
ary 1 a satisfactory date. On poultry farms September 1 or October 
1 is a good date, because the new poultry year usually starts at the 
time the hens are placed in winter quarters. Thus it will be seen that 
the most convenient time for taking an inventory varies with condi- 
tions. 

Upon the completion of the inventory the most important of the 
year’s records is finished, for, as already stated, the inventory is the 
basis on which is erected the future system of records. Without an 
inventory it is impossible for any business man to know definitely 
what he is gaining or losing, but having a good clear inventory of 
all his property he is prepared to keep such further records as will 
give him the information he desires at the end of the year. 


THE FARM INVENTORY AS A “BALANCE SHEET.” 


The “balance sheet ” is the form of statement used in the business 
world to set forth the standing of a commercial firm. In the business 
world the uses of the balance sheet are very important, as a great 
deal depends upon its showing. One of its uses is as a basis of 
credit. When a dealer wishes to establish a line of credit with a 
bank or a wholesale house, it is the usual custom to forward for 
inspection his latest balance sheet, duly authenticated. 

Of recent years companies have been formed which examine the 
balance sheets of business firms and “ rate ” them—that is, fix their 
standing from a credit viewpoint. These “credit ratings,” as they 
are called, are then published annually in book form, and they con- 
stitute a most important source of information on business credits. 

This method of rating credits has proved a great convenience to 
business men, both those asking credit and those from whom credit 
is asked. Farmers have never had the benefit heretofore of this con- 
venience. Credit men have come to believe, with every reason, that 
few, if any, farmers can submit a statement or “balance sheet” that 
will satisfactorily serve as a basis for the granting of a line of credit. 
Accordingly, farmers have had to depend for needed credit on local 
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firms, no matter how inadequate their facilities or how unsatisfactory 
their terms and interest rates. This state of affairs was one of the 
factors that resulted in the establishment of farm-loan banks. 

Although it is not the purpose in this bulletin to go into all the de- 
tails, and sometimes complexities, involved in the preparation, 
auditing, and certification of commercial balance sheets, it is thought 
proper, in view of the foregoing facts, to set forth clearly how 
farmers who have made good inventories have all the essential 
data from which to construct a balance sheet should occasion de- 
mand it. A complete farm inventory contains all the elements of a 
balance sheet, except that the various capital elements (investment, 
surplus, reserves, undivided profits, etc.) of the balance sheet are 
embraced within the single item, heretofore termed “net worth” 
in the inventory, and that certain accrued and unexpired expense 
items of minor import may have been omitted. The arrangement is, 
however, considerably different. 

As an example of a balance sheet constructed from a farm in- 
ventory, Table II has been prepared from the 1919 values of the in- 
ventory given in Table I. As will be seen, the arrangement differs 
from that of the inventory and many of the details are omitted, but 
the salient factors are there and arranged in one of the accepted 
commercial balance-sheet forms. 

The assets are listed first, and are divided into current assets 
(or those readily available) in the order of their “liquidity” (or 
quickness of availability in case of necessity) and fixed assets in the 
order of their “ fixity.” It will be noticed that all the property that 
goes to make up the farm “ plant” or permanent equipment necessary 
to carry on the business in its customary channels is listed under the 
fixed assets. 

The liabilities are arranged according to the order in which they 
will have to be paid or “liquidated.” The difference between the 
total assets and total liabilities, heretofore designated “net worth,” 
represents the amount invested plus the net amount of profits (or 
minus the net losses) not yet withdrawn for personal use. 


TaBLeE II.—Sample of a farm balance sheet prepared from a complete farm 
inventory. 


BALANCE SHEET. 


JOHN Dog, Doeville, Va., Apri 1, 1919, 
ASSETS, 
Current assets: 
Cash on hand and in bank 
Accounts receivable 
Grain on hand (per inventory) 
Hay on hand (per inventory) 
Market live stock (per inventory ) 
Farm supplies (deferred expense) _._________ SEE Sas 57. 45 


Total current assets 
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Fixed assets (present values) : 


Accounts payable 
Mortgage payable 


Total liabilities 


Capital invested plus undivided profits 9, 627. 79 


Total liabilities and capital 13, 827. 79 
——_—_—— 


FINANCIAL ACCOUNTS. 


In starting to keep a record of cash received and paid out it is of 
the utmost importance to know definitely just what records are 


wanted. 
WHAT ACCOUNTS TO KEEP. 


An adequate schedule of the headings under which it is desired 
that the farm receipts and expenditures shall be segregated is an 
essential step to successful farm bookkeeping. A proper “ classifica- 
tion of accounts,” as this step is designated in commercial account- 
ing, is in line with the first essential requisite for bookkeeping, 
namely, “to know what accounts to keep.” 

Among accounting authorities there are severa] well-defined sys- 
tems of classifying accounts, but not all these need be taken up here. 
The classification presented in Table III as a suggestion for farm 
bookkeeping purposes is based on farm experience and is also in line 
with accounting authorities. 


TaBLp III.—A suggested classification for accounts to be used in farm 
bookkeeping. 
ASSET ACCOUNTS. PROPRIETORSHIP ACCOUNTS. 


Cash in bank. Invested : 
Petty cash (pocket change, ete.). Capital invested. 


Accounts receivable. Proprietor’s personal. 
Notes receivable. Proprietor’s household. 
Purchases : 
are Sea Live stock purchased. 
Accounts payable. Machinery and tools purchased. 
Notes payable. Building materials for permanent 


Mortgages payable, improvements. 
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PROPRIETORSHIP ACCOUNTS—Continued. PROPRIETORSHIP ACCOUNTS—Continued. 


Modern improvements purchased. Expense—Continued. 

Income: Live stock expense. 
Crop sales. Crop supplies. 
Crop product sales. Maintenance of machinery and 
Live stock sales, tools. 
Live stock product sales, Maintenance of buildings and 
Miscellaneous sales. other land improvements. 
Incidental income. Insurance and taxes. 

Expense : Interest. 
Labor. Incidentals. 
Purchased feed. Depreciation. 


This classification is very elastic and may be expanded or con- 
tracted at will, when conditions seem to demand it, by subdividing 
or combining the account headings presented. For instance, if ex- 
pansion seems desirable, crop sales account may be subdivided so as 
to include a separate account for each crop sold, live stock expense 
account may be subdivided into veterinary expense, shipping expense, 
etc., and so on through the entire list. 

If, on the other hand, fewer accounts are thought to be sufficient, 
the classification may be contracted by combining all the sales into 
one account. 

This process of condensation carried out fully might finally result 
in a classification somewhat as follows: 

Asset accounts: 
Cash. 
Accounts and notes receivable. 
Inventories. 
Liability accounts: 
Accounts, notes, and mortgages payable. 
Proprietorship accounts: 
Investment and withdrawal. 
Purchases (live stock, improvements, equipment). 
Income (sales and incidentals). 
Expense. 
MIXED ACCOUNTS. 


It is very necessary in accounting that “ mixed” accounts shall 
be avoided, since they require analysis to interpret properly their 
meaning. By “ mixed accounts” are meant those which carry items 
of asset or liability values along with those of income or expense. 
An example of a mixed account is given in Table IV. Here the 
account with “dairy” includes asset values (value of the dairy 
herd), income values (sales of dairy products), and expense values 
(cost of feed, etc.). Before the desired facts about the dairy enter- 
prise can be ascertained, such an acount must be “analyzed” or 
separated into property values, income, and expense. If there had 
been three accounts headed “ Dairy herd,” “Dairy income,” and 
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“Dairy expense,” these three accounts would have set forth in their 
totals the distinct facts desired relative to this enterprise, without 
any study or analysis being necessary. 





Taste [V.—Sample of a “mixed” account or account carrying more than one 
class of financial data. This account carries three distinct classes, namely, 


asset (a), income (i), and expense (e). 









DAIRY ACCOUNT. CREDITS, 

























CHARGES, 
Date. | Item. | Amount | Date, Item. Amount 
| | 
cea Ss ot nel pie noon beer ia as 
1918 | 
Jan. 1] Inventory ofherd (a@)....... $2,250} 00 || Jan. 3] Check for milk (i)........... $85 | 00 
10 | Feed, 1,000 lbs, fe) a 28 | 00 14 |. Sold 2 veals (#).............- 36 | 70 
16 | Disinfectant, 4 gal. (e)....... 75 16 | Sold feed bags (e)........... 1 00 
20 | Bought 2 cows (a)..........- | 256 | 00 122 | 70 
28 | Bought bullcalf(a)......... 50 | 00 Dene. 5103. ceili 2, 462 | 05 








Feb. 








1 | Balance broughtdown...... 
{ 





The totals for January, and the balance brought down on February 
1, mean absolutely nothing as presented in this table. If the proper 
accounts had been kept the books would show directly and without the 
slightest analysis that the investment in the dairy herd stood at 
$2,556, the dairy receipts for January were $121.70, and the expenses 
$27.75 ($28.75, less $1 for feed bags sold). It is just as easy to 
“ post ” items to a detailed account as to an account where everything 
is lumped together, and each account carrying a definite set of facts 
tells its story at a glance. 

It is therefore an important provision to avoid mixed accounts 
wherever possible. The classification of farm accounts exhibited in 
Table ITI contains no mixed accounts. Separate accounts with each 
crop or group of live stock may be carried, but these vary so much 
on different farms that no attempt has been made to indicate them. 
A system founded on the accounts shown here will permit the draw- 
ing off of a statement of balances (technically termed a “ trial bal- 
ance”) at any time, which together with the inventory will present 
all the necessary facts without further analysis. Every man must 
suit himself in the accounts he intends to keep. If it is not thought 
advisable to start so many accounts, mixed accounts may be carried, 
but it is better that they be avoided. 




















THREE DISTINCT CLASSES OF FARM RECEIPTS AND EXPENDITURES. 





It may be well, at this point, to explain clearly the three distinct 
ways income may come and expenses accrue in the farm business. 
This may be made clear by a study of the following diagram: 
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Diagram of farm receipts and farm expenditures. 


FARM RECRIPTS, FARM EXPENDITURES. 


[nihyend ost Wages paid labor. 
Board paid out forlabor. 
Live stock purchased. 
c . Feed 7 mene a | 
rop sales, su es purchase 
Live-stock sales. Seed te jlizer, and 
Sales ofstock products. other ero ? supplies 
Farm equipment sold. purchase 
Farm supplies sold. s . Farm equipment 
Receipts for labor. bought. 
Receipts for machine ;———— Building materials 
hire. bought. | 
Wood lot productssold. Repairs offarm property. 
Breeding fees received. Fuel and oil for farm 
Sales of junk, etc. use, 
Any and all Other cash Insurance and taxes on 
receipts from sale or farm property. 
rent offarm propert Veterinary, medicine, 
or in return for wor. horseshoeing, breed- 
by farm labor. ing fees, and similar 
expense, 
Any and all other | 
money paid out for 
farm purposes. 


ae asshown by expenditure property as shown by 


nventories. 


| 

Increased value of farm Indirect Decreased value offarm 
nventories. by inventory. | 

| 


Indirect re- Indirect expen- 

Value sy plies (food ceipts by ditures by | 
and fuel i} turn furnished values furn- values furn-} Value of the unpaid | 
by the farm to the ished by the ished by the family labor devoted 
farmer. farm to the farmer and tofarm work. 

Renting value ofdwell- personal use his familyto| Value of cae »aid board 
ing (including its of the far- the farm busi- furnished by thefarm 
woeee, 7 vy etc.) mer and his ness, family to paid farm 
oceup 


} 
} 
| 
by the far- family. laborers. 
mer and hisfamily, | 


Here the farm is considered as the unit of the accounts, and the 
three distinct classes of receipts and expenditures, with the various 
items they embrace, are indicated. The three sources of receipts may 
_ be termed “ cash,” “ property,” and “ personal benefit,” while the ex- 
penditures may be classed as “cash,” “ property,” and “ personally 
furnished.” The cash classes will be completed by considering as 
farm receipts all money received from sales of farm products, or rent 
of farm property, or for labor for others, and the money spent for 
everything bought for farm purposes as a farm expenditure. 

The property items are covered by the increase (a receipt) or de- 
crease (an expenditure) in the inventory at end of a year as compared 
with that at the beginning. A man may make improvements on his 
place, such as building a barn or putting in a system of tile drainage, 
and thereby greatly increase the value of his farm. As the cost of 
these improvements may be made up of farm labor and materials in- 
cluded in the farm expenditures, this increase represents a receipt just 
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the same as crops or live stock sold. It is, however, received indi- 
rectly. The only way this receipt will come into the farm accounts 
is through the inventory. Likewise, a man may have sold during the 
year a considerable amount of produce he had on hand at the begin- 
ning of the year and most of the salable produce of the current year. 
As these sales are all included in the receipts of the current year, it is 
necessary that the decreased value of the inventory resulting from the 
greatly diminished value of salable produce on hand be taken into 
consideration as an expenditure. This, likewise, can enter the rec- 
ords only through the inventory. 

Sometimes an expense item, such as “one horse died, value $100,” 
is found in the expense record on a farm. ‘This item has been added 
in with the other cash expenditures when in reality it is not a financial 
expenditure at all. True, it is a loss, but this loss will properly be 
shown in the decreased value of the horses in the second inventory. 

The third class, which has been termed “ personal benefit ” receipts 
and “personally furnished ” expenditures, is more difficult to de- 
termine accurately than the first two, but the proper kind of records 
will determine the approximate value of these. 






















RECORD OF BENEFITS FURNISHED BY THE FARM TO THE FAMILY.’ 


The benefits furnished to the family by the farm include food, fuel, 
and the renting value of the dwelling occupied by the farm family. 
The latter item requires no record, but may be estimated according to 
the value, size, conveniences, or other particulars of each dwelling. As 
the fuel furnished is usually supplied in quantity but once or twice 
a year, a record of this value should cause little trouble. 

The food supplies furnished consist of a multiplicity of items, in- 
cluding milk, butter, eggs, poultry, beef, lamb, pork, veal, fruit, 
vegetables (both green and dried), and honey. To record the value 
of all these as furnished may seem a somewhat hopeless task, but the 
work may be made much simpler than is supposed (see Farmers’ 
Bulletin 964). It is not necessary for farm accounting purposes to 
keep a fully detailed list of these supplies, though it is often of value 
and interest to do so. This record should preferably be kept by the 
housekeeper, who should be provided with a good-sized book for this 
purpose, as the pages of small books are soon filled and require much 
carrying forward of subtotals. To quote from Farmers’ Bulletin 964: 




















It may seem difficult to make record of each hunch of beets, each head of 
lettuce, each quart of berries, and each quart of milk as taken from the garden 
or saved from the day’s supply of milk. The task is not so arduous as it may 
seem, however. During the summer, when the farmer’s wife is busy, she may 














1 Farmers’ Bulletins 635, ‘‘ What the Farm Contributes Directly to the Family Living,” 
and 964, “‘ Farm Household Accounts,” will furnish valuable information on this subject. 
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not have time to do this every day, or, she may forget. This need not seriously 
affect the value of the record, since the average housekeeper can estimate very 
closely the quantity of the various kinds of vegetables, the number of eggs, 
the quarts of milk, etc., used during the week. Thus she can find time once a 
week or oftener and bring her record up to date. At the end of the year her 
record probably would be sufficiently accurate for all practical purposes. It 
may be well to lay stress on the more important items. 


RECORD OF PERSONALLY FURNISHED FARM EXPENDITURES. 


This class of farm expenditures includes the value of the farmer’s 
time given to farm work, the value of the unpaid farm labor per- 
formed by the members of the farmer’s family, and the value of board 
furnished to paid farm laborers by the farm household. The first 
of these can be estimated at the end of the year, and should be based 
primarily on the estimated wages necessary to secure a man who 
could adequately fill the farmer’s place as worker and manager. This 
value should never be based on what the farmer is able to make out 
of his business in wages, interest, and net profit, as this would be 
another instance of “ overcapitalizing ” and would not be based on 
actual cost to replace his services. 

The value of the unpaid farm labor of the family should be based 
on the same value, namely, what it would have cost to hire the work- 
ers to do the labor that they performed. A record of this may be 
set down once a week, or oftener if there is a great deal of it. 

The value of the board furnished can best be stated by the month 
for month hands and by the week for day laborers. It should be 
based on what farmers who board their hands out with others pay, 
or the amount that must be added to wages if board is not furnished. 

In the foregoing discussion the farm has been considered as a unit 
and, in no case, has the relation existing between the different enter- 
prises on the farm been considered. Consequently the records that 
have just been explained will not show the profit or loss on each crop 
or class of stock, since they pertain to the farm as a whole and not 
to any individual department. 


“ BALANCING” THE CASH. 


In order to make the cash account “ balance,” that. is, to agree with 
the amount of cash on hand or in bank, record must be made of all 
items, and the periodical “balancing” of the cash account is a val- 
uable check against omissions and erroneous entries. Inasmuch as 
the household items are usually bought along with those of the farm, 
they must in such cases necessarily be included in the records, but if 
means can be taken to keep them entirely separate from the farm ac- 
counts it will result in a saving of time and work in the keeping of 
the latter. By examination of the account books of eight farms it 
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was found that of all the cash transactions recorded, the items per- 
taining strictly to the farm formed 54.6 per cent, the personal items 
22.1 per cent, and the household items 23.3 per cent. The average 
number per year of cash items entered on the books was 577, and of 
this number but 315 were farm items. Detailed household accounts 
are of great interest and distinct value, and it is not intended here 
to offer any discouragement to the keeping of them. The point is 
that they should, where conditions permit, be kept entirely separate 
from the farm records, or as nearly so as possible. 

The only reason for keeping the household and personal items 
along with those of the farm is to permit the balancing of the cash 
account. They add work to farm bookkeeping and are not a part of the 
real farm records. If they can not be kept separate, it would seem 
best not to keep the household and personal items in detail, but to 
combine all these entries for each day into one item and, if desired, 
let the housekeeper keep the detailed record of them. All the items 
pertaining in any way to the farm business should be itemized care- 
fully. An illustration of desirable and undesirable detail is given 
in the two examples following: 


Illustration of combining items in entry of household and personal items; also 
of complete detail in entry of items pertaining to the farm. 


COMPLETE AND DESIRABLE. 


Item. 


Coal for thrashing, three-fourths ton, at $6 
Household expense 

Sold 2 tons hay of this year’s crop, at $20 
Personal expense 


Illustration of undesirable detail in entry of household and personal items; also 
uncomplete detail in entry of items pertaining to the farm. 


INCOMPLETE AND UNDESIRABLE. 





: | | 
1919 | Recatved. Paid. 
| 





Bept. | 29 | Coal 
24 pounds beef 
Bread 


30 





An excellent way to keep the farm records entirely separate is to 
allow the housekeeper whatever sum may be necessary to cover the 
household expenses for a week or a month and enter this in the farm 
records as one item at the time it is paid. 
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PURCHASES AND SALES ON CREDIT. 


Articles bought or sold on credit should not be entered in the cash 
accounts until the money is collected or paid, for if this is done there 
may sometimes slip in a duplicate entry of a single item. Of course, 
a memorandum should be made at the time of sale or purchase so 
that such items may not be overlooked. Such a memorandum will 
further be useful at the end of the year, as the list of accounts for 
the inventory can be made up from it. After the total cash receipts 
and expenditures have been found for the year, the amounts received 
or paid during the year on accounts owing or owed at the beginning 
of the year should be deducted, as these receipts and expenditures 
pertain to the previous year. Correspondingly, at the end of the 
year any accounts owed or owing should be added to the cash items 
in order that all the items actually pertaining to the current year 
may be included in its accounts (see Table X). 


FORMS FOR KEEPING FINANCIAL RECORDS. 


There are a number of methods for keeping farm financial records. 
A form well adapted for handling the cash records is known as a 
day-book form, and books with this ruling can be bought almost any- 
where. It consists of a page ruled with double money columns, the 


left-hand one to be used for items and the right-hand one for totals. 
While this form is very simple and can be procured anywhere, there 
are various other forms, many of which are useful, and in many 
cases better than the one described. These will be described further 
along. While farm bookkeeping is not a question of forms, but rather 
of what accounts to keep and how to keep them, convenient forms 
are timesavers in the long run. However, the most carefully de- 
vised bookkeeping blanks will not show good farm records unless the 
person using them has a clear idea of the principles and of the pur- 
pose in view. 

There are two methods of making the entries in the form described. 
The first, a method commonly used by many farmers, is to enter 
“receipts” on one page and “expenditures” on the opposite one. 
Table V illustrates how the record appears when kept in this manner. 
This is a simple, easy way to keep the records and, as such, it will 
prove satisfactory. If followed through to the end of the year it will 
give a complete record of all the cash transactions, but if one wishes 
to know the aggregate income from the sale of eggs or of milk it will 
be necessary to go through the year’s records and pick out all the items 
of sales of these products and add them separately. In other words, 
the foregoing method gives the total receipts and expenditures, but 
does not classify them. 
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TABLE V.—One method of keeping cash receipts and expenditures. 
1918, Recerts (left-hand page). 


: ee 
Apr. | 2 | 20 bushels potatoes, at 90c 


Zh AOU BEMILOL ho. wr aweincce Views dsbusio et 
7 A eens NON Rear Ae eet aces sag mieteenes 
7 | lcow toJ. Brown 
7 30 dozen eggs, at 40c 
7 | 3 bushels seed potatoes, at $1.50 


Al 





1918. EXPENDITURES (right-hand page). 





| 
Apr. 1 ton cottonseed meal for dairy 


Strap for work harness... 2... 02.0002. c es el eeene- 


2 
2 
2 
2 | Household 

I OT i on ei cta that a emclevndapan emai | 
Pi MR TOEROTE ODOR. 5 65555 =:k< wsein Saree teccees eciems ste | 
Al OSIRIS Soon nt one eee os ap ss Cras woeeon 
7 | Household 
v 


TUMPRLIR MUNYA So So. wc ecic Ce we vee sac ep eaee ss 
| | 
| 


} 


$72. 11 


In order to ascertain what each farm department returns and each 
kind of expense amounts to for the year it becomes necessary to 
classify all the items under their respective headings. This is usu- 
ally done in another book, known as a “ledger” in which one page 
is devoted to each heading under which it is desired to classify items, 
and the operation of classifying or transferring the items to their 
respective heads is known as “ posting.” At the end of the year the 
totals of each heading in the ledger can be taken off and a statement 
prepared. Table VI illustrates a classified statement of the receipts 
and expenditures as taken from a farm ledger. 


Tasre VI.—Illustrating a fully detailed summary statement of cash receipts 
and expenditures on a farm for a year. 


April 1, 1918, to March 31, 1919. 


Receipts (CasH). 
Farm receipts: : 
Accounts receivable (owing April 1, 1918) : 
George Jones paid for corn 
Notes receivable (owing April 1, 1918): 
Seatry -Simith. eit... hit notes cic i cissgne ns me nneeiiioinn cen 
Machinery and tools sold 


en ne ee eee ase pet 
Horse collars (3) 

Junk machinery 

rocks, 1-gal. (46) 
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Farm receipts—Continued. 
Buildings supplies sold___-_---~~- 
Shingles (5 bundles) --_--~-- 
Nate’ (60: pounds} ...22<..- <2 =.--.. 
pS a 


Work stock sold, 1 horse..-..--------- 35. 00 
Permanent live stock sold, 1 sow__-_--__-------- : ‘ 56. 00 
CROD BORON bn occa a wee 236. 33 

Hay (24 tons) 

Wat €150 Postiele)........... -22.22 ke 

Claver’ e660). 2%. es a 

une Gti 8 5 e oe, Sighs i ee ee 

PRO = 3 ore aia oe tee 


Crop product sales (apple butter) 

TANG CCM BRNO en ec ee ee 
Steer (1,080 pounds at 9 cents) 97. 20 
Hogs (2) (580 pounds at 15 cents) __-__- 87. 00 
a as Scag ine bes eae alent a ace ia 12. 00 
Paws =. Sed px a ae eee 16. 13 


Livestock product sales___ oo geese cranes ian pa tn peas lea or nace 
Beef (1) (825 pounds; 17.3 cents average) ___--- 
Hide, tallow, and pluck 
Butter (90 pounds; 4443 cents average) _—___ 
eee TI OO hs son eS eee ae ee ee 
Eggs (423} dozen: 46 cents average) 


Miscellaneous sales, (muskrat skins) 

Incidentas Income. =< =- —.22..2-2<=.---- 
Vor-une of horse... --<2 22s e62ccnierce 
i OL 77) er a a ee eee 
For rent of tedder________ Teen aoe) 


Total farm receipts (in cash) __- bar eie Bs _ 2,235.40 
Personal receipts: 
Interest on Liberty bonds..-_--__----.--~-- 
ee ee ee 


Total personal receipts 
Total réceipts (cash) ..-.....~.. 2, 249. 40 


EXPENDITURES (CASH). 
Farm expenditures : 
Real estate improvement supplies__- 
Drain tile, including freight 
Cie OG URC GIIENOT ean ees deccneens 
We il PRON oe lo oe eet ae eben 


New machinery and tools.-........ -.- Dc oe aaa hel ee 
One-horse wagon 
Hog trough, metal 
Shovel 


Heifer, two-year-old 
Bull calf for raising 
eGo GOwe. C2).----4--— 
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Farm expenditures—Continued. 
Market live-stock purchases 
Steer, two-year-old 
Pigs (2) 


Labor 
Purchased feed 
Corn, ear (74 bushels, at 73 cents average) 
Oil meal (235 pounds, at $3.54 average) 
Tankage (100 pounds, at $6) 
Bran (400 pounds, at $3.50) 
SOON iii cc Pa Hee tieewct 


Ia I OTN i eh es Sacer ice eer gee 
Veterinary 
Dairy salt (14 barrels)}__..__--_______ 
Poultry grit, shell, and charcoal 
eee, OR CGnts 222-2 sos sos tess PS. 
PEA PU RORs fn 8 or ee ee 


AERO Tso SS aes a rae eo A woah nakat Sti 
Acid phosphate (2 tons 16 per cent)_______- 
Seed 
TS DONS BE BO Feit serene eee 30. 00 
Twine (50 pounds, at 25 cents) ; 12. 50 
fe CTE 2" Ro Ae se nee re eee wishes 20. 40 


Maintenance of machinery and tools_....__......._____ 1 
Peer oe ee ee ee et 8. 14 
IOUT SORTIN 3 Se oi Pee Kg tt Sd 
Fuel and oil 


Maintenance of buildings and other land improvements___--_-_~ 
Lumber 20 
Nails and hardware . 53 
Cement 


; 104. 23 
Interest (on mortgage $200, other $5.60) x 205. 60 
PURINES, Bock See So are la 5 20. 47 


Total farm expenditures (in cash) 1, 703. 41 
Personal and household expenditures... --.--~_.._._._-.___... 606. 85 


Total expenditures (cash) 2, 310. 26 

The second method of making the entries in the record book is to 
carry the original entry direct to its account in the ledger without 
first entering it in the “daybook.” By this method all items per- 
taining to the sale of milk and other dairy products will be entered 
in an account headed “ Dairy sales,” all items for the sale of eggs 
and chickens will come under the “ Poultry ” accounts, ete. This is 
known as a “direct entry” method or “ classified daybook” system 
and is illustrated in Table VII. The main objection to this method 
is that it is practically impossible to keep the cash balance in agree- 
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ment with the record book, and “ mixed” accounts are almost cer- 
tain to result, as the table shows. 

Some students of farm bookkeeping recommend carrying the in- 
ventory amounts into the ledger accounts, but it is much simpler 
and better not to do so. No object is to be gained by so doing, as the 
record is more handy to use in its original form than it would be 
spread through the ledger pages. Furthermore, in no class of 
entries are mistakes more likely to be made than in handling these 
amounts through the ledger accounts. It must always be remem- 
bered, however, that any information or interpretation desired from 
the accounts must always take into consideration both the accounts 
in the ledger and the inventories. 

TaBiLe VII.—Cash items entered direct to their respective accounts. 
Darry. 


RECEIVED (right-hand page). 


2 cows to C. Brown 
1 yearling to Smith 
Milk and cream 


Pat (left-hand page). 


1 ton cottonseed meal $55. 00 
Pm errere PaMES 0 12 ES NS Sebe OI A BE SS 2.00 
1 cow from A. Johnson 107.50 


One-half ton bran 
$180. 00 








A third method for recording the financial items is similar in prin- 
ciple to the two already described, but is different in application. It 
consists of entering the items as in the first method described, with 
the difference that the pages are ruled in a number of columns and 
each item is entered in the column headed by the account name to 
which it pertains. As all the items are entered in proper sequence, it 
is possible to check them with the cash balance, even though they are 
classified under their respective headings. This kind of a record is 
known as a “special column” cashbook and the main objection to it 
is that unless a book of very wide pages is used it does not admit of 
many accounts. However, on most farms, only a few accounts are 
needed. Table VIII illustrates accounts kept by this means. 


Taste VIII.—Form illustrating special-column cashbook; items entered direct 
to separate accounts. 


RECEIPTs. 


Dairy. | Poultry.| Crops. | General. 


2 | 2 calves to Jones 
3 | 2 tons of hay to Brown 
4 | 10 dozen eggs, at 40 cents.....-.--.-. | eed. $4. 00 






































Sn AIO SSI ett OE Se OY 
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Taste VIIT—Form illustrating special-cotumn cashbook, ete.—Continued. 


EXPENDITURES. 





2 | 1 ton wheat bran....... pesto hss 355i) SO OO cass. ache cael ane came 
2 | 10 bushels seed oats, at $1........20..)-..00.. feel 910200" (2 29. 
7 | 2 bags chicken wheat. ............. beth dey $6.80 Oca. oi-litosek 


| 


A fourth system is known as the “ bank book ” or “ check” method. 
To practice this method it is necessary that all the farm funds be 
passed through the bank account. When funds are deposited in the 
bank a duplicate deposit slip is made out, on the back of which is 
recorded the articles for which the cash was received. Likewise when 
checks are drawn the articles for which the money is expended are 
noted on the check-book stub, or special checks may be used bearing 
on their face a notation of the object for which drawn. This is a 
very simple scheme and has much to recommend it. 

The duplicate deposit slips and check stubs, carefully preserved, 
form a complete financial record, and the records automatically agree 
with the cash balance. There is one inconvenience encountered in this 
method. There are many expenditures of a few cents here and there, 
and it is impracticable to draw a check for each of these petty 
amounts. There are several means of overcoming this difficulty. One 
is to open an account at the store for these petty items and draw a 
check periodically to pay for them. The items can then be classified 
on the check stub. Another means is to adopt what is known as the 
“ petty cash * method. A small sum of money is set aside to pay these 
minor items and charged to a petty cash account. From this the little 
expenses are paid, and when the sum is depleted a check is drawn to 
cover the total of items paid out of it, classifying the items on its 
stub, and the check is then cashed and the money put back in the 
petty cash fund. 

A fifth method is known as “ the farm diary method ” and consists 
of using a book supplying a separate page for the records of each 
day throughout the year. This method is thoroughly explained in 
Farmer’s Bulletin 782 and will only be mentioned here. The 
main objection to it is that the records must be “ posted” as de- 
scribed in the discussion of the first method given, but it has the 
considerable advantage of providing a definite system for the record- 
ing of all the miscellaneous happenings which are of interest and 
value. 

No matter which method is decided on for keeping the cash records, 
the object is the same in every case, namely, to secure a complete 
detailed list of all the sources of revenue and all the things for which 
money is spent, with the amount under each head. Table VI has 
already illustrated such a detailed list and Table IX is presented to 
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illustrate how, if so much detail is not desired, the data may be sum- 
marized under more general headings. The fully detailed summary 
is, however, to be recommended. 


TaBLe IX.—IJllustrating a summary of cash receipts and expenditures on a farm 
for a year under general nondetailed headings. 


April 1, 1918, to March 31, 1919. 


Receipts (CasH). 

Farm receipts: 

Accounts and notes receivable_- 

Crop alesse es hay 

Crop-product sales 

Live-stock sales _.-..----- a tate denen tee 3038. 33 

Live-stock-preduct sales. i... 2 6c l os Ate 33+ 1804598 

Miscellaneous sales and other farm income 81. 95 

Total farm receipts 5 ee ie ea $2, 235. 40 

Personal receipts 14. 00 


Total receipts (cash) 2, 249. 40 


EXPENDITURES (CASH). 
Farm expenditures: 
Live-stock purchases ____--~- Joo A J ies eae 
Real-estate improvement and maintenance___ : 473. 55 
Machinery purchases nnd maintenance — 98. 26 
Live-stock expense 106. 20 
Crop expense 195. 28 
Re ee ee aye ete 230. 82 
Miscellaneous farm expenditures__- - osiies = ies cts a 


Total farm expenditures_-_--_--- 
Household and personal expenditures_____---_- 


Total expenditures (cash) —- 
CLOSING THE BOOKS. 


“ Closing the books,” in the ordinary acceptance of the term, is the 
process of entering the balance of each ledger account on the lesser 
side of the account, bringing down equal totals on each side, and rul- 
ing the account off. The balances are then carried to a “ profit and 
loss” account, if the ledger account ruled off is income or expense 
account, or brought down below the ruling as a new balance, if the 
account ruled off is an asset or liability account. 

This process is usually stressed as very important by some students 
of farm bookkeeping. Often the inventory amounts are brought on 
the books just prior to starting to “close ” them, and the farmer book- 
keeper following this method soon finds himself floundering in a 
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maze of cross entries, balance transfers, and rulings bewildering 
even to many men more trained in the handling of figures than he. 
No such process is necessary or advisable in simple farm bookkeep- 
ing. Ifthe methods outlined in this bulletin are adhered to they will 
give all the information the most approved, detailed, and technically 
correct “ closing ” of the books will give, will present the information 
in just as interpretable form, and will be accomplished with con- 
siderably less work, worry, and confusion of detail. It is recommended, 
however, that the various ledger accounts be marked or checked off 
as their respective balances are transferred to the summary of re- 
ceipts and expenditures (Tables VI and IX) in order that they 
may not inadvertently be included in the totals for the coming year. 


DETERMINING NET FARM INCOME AND NET FARM 
PROFIT. 


Having ascertained the total farm receipts and the total farm ex- 
penditures and the value of the interrelated items, the next thing is 
to determine the net farm income. The term “farm income” or 
preferably “net farm income” (as the receipts themselves are 
sometimes termed farm income) is used to denote the balance left 
after the tetal of farm expenditures is deducted from the total of 
farm receipts. Out of this balanee, or the net farm income, must 
come a fair return for the farmer’s labor and for the use of his 
capital, before any of it may be termed net profit. (See Table X.) 


TaBLe X.—HIllustration of method of determining net farm income and net farm 
profit from inventories and cash accounts, making due allowances for cash 
items not pertaining to the particular year and for all noncash, interrelated 
ttems between the farm and the family. 


INVENTORIES (PHYSICAL OR TANGIBLE ONLY). 





| $9, 600.00 | $9,600.00 |........|........ 





Ss gas sins ees tne aoe 








PONE 20 F o.oo ds SSS Ls | 1,185.00} 1,613.00 |$428.00|.......- 
Machinery and tools...........---------- | 1,633.50 [ 3,498.25 ]......:. $135. 25 
ID ie kent ageenpicncs ccs s 648. 00 795. 60 | 147.60 |.....-.. 
Purchased feeds and supplies............- 7. 58 67:45 | 40:87 }....--.. 
PEOEAL.. cA nentin seca memon ee anip ohne 13, 074. 08 | 13, 564. 30 | 625.47 | $135. 25 
Subtracting the lesser..............].....--- .--f 38,074. 08 | 135. 26 |... ..--- 


Balance, net increase (a farm receipt).....].......-..- 490.22 | 490.22 }........ 
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Farm REcEIPts, 
Financial receipts: 
ne emer Lk LE TE tes EE $2, 235. 40 
Add value of current year sales not yet 
received in cash (see financial inventory ) 68. 00 


2, 303. 40 
Subtract payment of last year’s bills in- 
cluded in cash receipts (Table VI) 142. 00 


Net financial receipts applicable to this year__._.__..__ $2, 161. 
Property receipts: 
Net inerease in inventory (a property receipt) 
Personal benefit receipts: 
Value of food supplies furnished family_.__™£ | $439. 74 
Value of fuel furnished family 58. 00 
Renting value of farm dwelling 180. 00 


Total personal benefit receipts....c...._......_.__ 677. T4 


otek Tavis werelotee <i ss te i et ns ls icles eared be 
FARM EXPENDITURES, 
Financial expenditures : 
Cre, * Grrempres. | 2 $1, 703. 41 
Add amount of current year purchases not 
yet paid for in cash : 200. 00 


Total financial expenditures_.___._._.__._.----_--__~- 1, 903. 41 
Property expenditures: (None; there was a net 
inventory increase; not a decrease. ) 
Personally furnished expenditures : 
Value of family labor on farm work 
Value of board furnished laborers 


Total personally furnished expenditures___ 
Total farm expenditures 2, 073. 41 
1, 25.5.95 


ey CRT TO a a ie emcees 
Income earned by capital and labor: 
Interest at 5 per cent on total value of physical in- 
ventory, April 1, 1918 653. 70 
Deduct interest paid on mortgage (see page 36) 
453. 70 
Value of farmer's labor (estimated) 


Total deduction for use of capital and labor 1, 053. 70 


Net farm profit : 202. 25 

The first step is to determine the net inventory increase or decrease, 
which is then carried below as a property receipt or a property ex- 
penditure, accordingly as it is found to be an increase or a decrease. 
It will be noticed that in arriving at the inventory increase Table 
X does not include the accounts receivable, accounts payable, or cash 
on hand, This is because the money which is owed the farm has been 
added to the cash receipts, that which is owed by the farm to the 
cash expenditures, and the difference in cash on hand is reflected in 
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the difference between cash receipts and expenditures. Thus, while 
the complete inventory is properly used when there is no other rec- 
ord, as explained under Type I on page 8, only the physical inven- 
tory is used when figuring farm income and profit. The accounts 
payable and receivable are added to the receipts and expenditures 
because they really are such, and actually pertain to the year for 
which the statement is prepared. These points must be thoroughly 
grasped, and they are worthy of study. 

The financial receipts and expenditures applicable to the year 
are determined by adjusting the cash receipts and expenditures by 
taking out all items included therein that do not rightfully pertain 
to this year, and by adding in all items of the year’s business not yet 
settled for. 

One item of this adjustment will require some explanation, namely, 
the deducting of the $200 interest paid on the mortgage. This is 
done to prevent duplication, for if interest on the entire value of the 
physical property is deducted in ascertaining the net farm profit and, 
in addition, the interest actually paid on the mortgage covering a 
part of the same property, a double interest charge is made on the 
part covered by the mortgage. The interest paid on the mortgage 
lias already been included as a deduction from income, as it is in- 
cluded in the total farm expenditures. 

The duplication is avoided, as shown in Table X, by deducting the 
amount of interest actually paid from the interest as calculated on 
the value of the physical assets. This process closely follows the 
facts, as the capital, in this case, on which interest charges should be 
figured is not the total value of the property, but the remainder, or 
“equity ” as it is sometimes called, after the amount of the mortgage 
is deducted. 

Table X is worthy of careful study by all farmers interested in 
accounts. Some men have the idea that their success is measured 
only by the increase in cash, cattle, crops, etc., on hand at the close of 
the year, others take into account the complete inventories, but very 
few consider the value of the items representing the interrelation be- 
tween family and farm. Taking the data given in Table X, which are 
from actual farm records, the benefits received counteract in value the 
values furnished by the family and leave a balance of $507.74, which 
is as truly farm income as that received from the sale of produce 
to outsiders. If these items are not taken into consideration, the facts 
will not be presented in their true light, and consequently the ac- 
counts are not entirely successful and may be grossly misleading. The 
first, last, and only object of records should be to present the facts, 
all the facts, and nothing but the facts as closely as possible. 

When the farmer determines the facts of his year’s operations in 
the manner exemplified in Table X, he has data that will permit a 
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comparison of his lot in life with that of the city dweller working 
for a salary and with that of the city business man. His data, 
summarized in this way, will allow him to study his own business 
from the correct viewpoint. 


INTERPRETATION AND USE OF FARM ACCOUNTS. 


In the foregoing pages are outlined the’ reasons for farm book- 
keeping, and methods and forms are suggested for bookkeeping on 
ordinary farms. The question arises, “ How can the information 
gained by these records be applied to the various phases of the farm 
business?” Time and energy spent in keeping accounts are absolutely 
wasted unless an intelligent use is made of them. Moreover, one 
must not suppose that many records are needed before any informa- 
tion of value can be gleaned from them. It is surprising what useful 
information can be secured from a few simple records. It is even 
more surprising, however, what false interpretations can be drawn 
from a set of farm accounts by one who does not understand their 
real meaning. The information to be gained from interpretation of 
the results will be a matter of the requirements of each individual, 
but it ordinarily falls in one of the several groups which will now be 
illustrated. 


WHAT HAS BECOME OF THIS NET FARM INCOME? 


That is a question most commonly asked by farmers when their 
records show that their farm income has been larger than they had 
any idea of. In the case set forth in Table X this very question was 
asked, and answered as follows: 

Net farm income (i. e., the amount out of which must come the house- 

hold and personal expenses and the progress, financially, of the 

farmer) ns _.. $1, 455. 95 
Add any personal income (see Table VI)_---~-~-- 14 .00 


‘Total. income ‘avahieme. st oka. x Sai ast kD te 


Household and personal expenses: 
Ci Elite APR OII  ecace bs stescw eae eter andnees ieniee <b <a nd 
Supplies and renting value from farm_____--_-----__~~ 677. 74 


Gross household and personal expense____-__2---~-- __ 1, 284. 59 
Value of board and family labor (deduct) 170. 00 


Net household and personal expense_____-__----__ Sf uae ee 
Interest actually paid on mortgage._...._-______-.--------------- £ 200. 00 
Actual financial progress (see Table I) ¥ 155. 36 


Total income aceounted for 


This statement clearly answers the natural question above. By 
referring to page 9 it will be seen that this is the computation there 
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given, except that it is reversed, and that the interest paid on the 
farm mortgage does not enter into it. 


LABOR INCOME AND EFFICIENCY FACTORS. 





The question that naturally arises next is: “ How do results on my 
farm compare with those of other farmers?” The method developed 
by farm economists for these comparisons involves the relation of 
farm “labor incomes” to certain elements of management which are 
termed “ efficiency factors.” Labor income is that part of the net farm 
income left after allowing for interest on investment; it is a term 
used by farm economists to represent the total amount the farmer 
receives for his labor and managerial ability as a farm operator. 
This labor income can be readily determined from a statement like 
Table X by adding the estimate of the value of the farmer’s services 
($600) to the net farm profit ($202.25). If there should be a net 
farm loss, instead of a profit, the amount of the loss should be de- 
ducted from the estimated value of the farmer’s services. If the loss 
is larger than this estimate, the latter should be deducted from this 
loss. In this case there would be what. is termed a “ minus labor in- 
come,” which means that the year’s results have not even paid the 
proper interest on the investment by the amount of the minus labor 
income. 

This term, “ labor income,” is of value to the economist in studying 
the relative profitableness of different farms as related to the average 
farm, the better farms, and the poorer. It is not generally used in 
farm bookkeeping, as here only a single farm is being studied by its 
operator. If it is desired to compare one’s labor income with those 
in published data on farm economics, it can be determined as above 
explained. 

For a study of all the efficiency factors that may be compared, the 
reader is referred to the list of publications in the back of this bulle- 
tin. Some of these that may be mentioned here are: Proportion of 
capital invested in each kind of farm property, proportion of income 
derived from various sources, income per cow, per brood sow, or per 
acre of crops, acres of crops per man and per work animal. 


COMPARISON OF FARM PROFITS WITH BUSINESS PROFITS. 


Another comparison that may be useful is to compare one’s profits 
with those of some business or corporation in which one has a part 
interest or with which he is familiar. Many men who have taken up 
farming after business careers will find it interesting to compare 
results. This is usually done on a percentage basis. The merchant 
sizes up his profits on the basis of the percentage they are of the 
total sales, the corporation’s profits are reflected in terms of rate of 
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the farmer who may wish to make such comparisons the following 
suggestions are offered: 

To find the percentage of profits on the business done, proceed as 
follows, referring to Table X: 

If the food and fuel furnished the family have been charged in at 
market value at the farm, as they should be, the value of these should 
be added to the financial receipts. This gives the total business 
done. Find the sum of the net farm profit and the interest on in- 
vestment. This gives the business profits as understood by the mer- 
chant, who usually allows himself a salary, but does not charge in 
interest as a business expense. Find what per cent the business profit 
is of the total business and the rate of profit on business done is the 
resulting figure. Thus: 

$2,161.40 plus $497.74 equals $2,659.14; the total business done. 
$202.25 plus $653.70 equals $855.95; the profit on business done. 
856 divided by 2,659 equals 0.32 or 32 per cent, rate of profit. 

To find the relation the profits bear to the total capital, it is only 
necessary to ascertain what the capital is, as the total profits are 
already worked out. It is important in making this comparison 
that only the actual capital be used. To find this the amount of the 
mortgage must be deducted and, as interest actually paid thereon has 
not been included in expenses, it must now be included (as we are 
considering net capital, not gross) just as a corporation includes 
in its expenses the interest on its bonds. This may be done as follows, 
referring to Table X and previous computations: 

$855.95 less $200 (interest on mortgage) equals $655.95, which is the 
total profit from a corporation standpoint. 

Total capital $13,074.08 less mortgage $4,000 equals $9,074.08, or net 
capital (that is, capital from the corporation standpoint). 

656 divided by 9,074 equals 0.072, or 7.2 per cent profit on capital. 

It must be understood that these are not presented as samples of 
profits that the average farmer receives, but simply as illustrations 
of methods. While the accounting figures exhibited throughout this 
bulletin are based on actual farm figures, they are taken from a 
period of war conditions and are therefore not typical in any sense. 


CONCLUSION. 


As already stated, no attempt has been made in the foregoing 
pages to treat of the subject of cost accounting. It has been the 
aim rather to deal with as simple a record as possible and at the 
same time have the results of sufficient value to be of use to the 
farmer. The trained agricultural student or the business-college 
graduate will no doubt desire a more detailed system than has been 
outlined here, and in this desire he is perfectly justified. But the 
average farmer is not a trained accountant, and the very natura 
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of his work is such that it is hard for him to do clerical work. After 
being in the field all day, or out in a cold, biting wind, it requires 
considerable exertion to write up a set of books in the evening. The 
farmer is trained to do physical work, and, although he is usually 
intelligent and capable when it comes to deciding important matters, 
it is often difficult for him to do clerical work of this character. 
When physically tired it is doubly difficult to do such work as adding 
a column of figures. 

Farm bookkeeping is a matter of adapting simple methods to the 
farmer’s needs. It is not a question of forms or having the accounts 
on the right side of the page or of having them balanced in a certain 
way, but it is a question of a correct knowledge of principles which 
will lead to an understanding of the facts as they exist on the par- 
ticular farm in question. 
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